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‘Our turnaround phase is over. We're back!’
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iggi:ocus In 2002, Safeco laid out four focus areas to guide its performance. Following
are some of the resulis Safeco generated in these areas:

Re-igniting Sales
« Increased number of Auto policies in force by 8 percent
- Ended the year with more Auto customers than any time in history
- increased new sales of small-business insurance policies by 14 percent while
re-underwriting existing book of business
- Generated 9 percent increase in Life & Investments revenues

Zero-Defect Service
- Launched a muitiyear initiative to drive out errors from processes involving customers
- Initiated six major projects to eliminate mistakes that degrade service and waste money

Managing with Metrics
« Established fi'nancial metrics for the company and each business unit
- Developed individual goals that aligned the performance of more than half of Safeco’s workforce
with company and business unit metrics in 2002
- Developed individual goals that aligned the performance of nearly all of Safeco’s workforce
with company and business unit metrics in 2003
- Shifted to a monthly financial close to better understand results and react to opportunities

Investing in People
« Changed compensation system to reward achievement
« Provided a one-time stock option grant of 100 shares to everyone not included in stock-
based programs
« Stepped up training company-wide
« Increased managers of color by more than 2 percentage points




FINANCIAL SUMMARY

Safeco Corporation and Subsidiaries

(in millions except per share amounts) 2002 2001 2000
Revenues $ 7,065.1 $ 6,862.5 $ 6,975.1
Net Income (Loss) 301.1 (989.2) 114.6
Total Assets 34,656.0 31,728.7 30,740.2
Shareholders’ Equity 4,431.6 3,634.6 4,695.8

PER COMMON SHARE

Net Income (Loss) $ 2.33 3 (7.75) $ 0.90
Dividends Paid 0.74 0.93 1.48
Book Value 32.07 28.45 36.79

FORWARD-LOOKING STATEMENTS Statements in this annual report that relate to Safeco’s business plans and strategies, and the
impact we expect on underwriting profits, market share, growth, revenues, expenses and other measures of financial performance,
are “forward-looking statements” as defined in the Private Securities Litigation Reform Act of 1995, Such statements are subject
to certain risks and uncertainties that may cause our actual results to differ materially from our stated expectations. For further
explanation, please see “Forward-looking information is subject to risk and uncertainty” in our Form 10-K, Part i, Item 7,
“Management’s Discussion and Analysis of Financial Condition and Results of Operations,” which is part of this annual report.
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LETTER FROM
THE CHAIRMAN

To our shareholders:

If Safeco’s resulls stunk in 2001 (and they did), you will be pleased to know that
2002’s results did not. Unfortunately, in 2002 it was the American business
environment that was tainted by the actions of a few shameless individuals,
contributing to historic levels of bankruptcies and general investor disdain.

As aresult, and especially on a relative basis, | think you can feel pretty good about being a shareholder
of Safeco in 2002. To clarify why we at Safeco view the world this way, I'll cover three areas: our 2002
results; a quick look ahead; and a couple of comments on the still-forming new world of governance in
corporate America.

2002 results: Overall, the results were vastly better, but that is strongly influenced by how bad things
were the previous year. In'01 we bottomed out after several years of poor performance, generating a net
loss of $989.2 million. In'02, we made $301.1 million. This is more fun.

For starters, it was another record year in our Life & Investments (L&I) business, which contributed
pretax earnings from operations of $237.0 million versus $197.5 million in 2001. Nice job, folks! Our
Group stop-loss medical business was an exceptional contributor to L&I's results, successfully acquiring
a book of business from Swiss Re and delivering $69.2 million in pretax earnings from operations.

Inour Property & Casualty (P&C) units, we made solid progress. Our overall combined ratio—our preferred
metric of P&C operating performance—improved from 118.7 in '01 to 105.3 in '02. This is the result of
concentrating our efforts in lines of business where our history of disciplined execution is best rewarded.
(We were among the last companies to stop mandating white shirts, but our discipline didn't leave the
building at the same time.) Every line of business showed marked improvement, though our property
lines benefited from milder-than-historic catastrophes and weather losses. This made our progress in
those lines a bit better than expected.

Allin all, P&C underwriting profits are near at hand. You may be wondering, “Why are we ahead of
plan?” Three reasons, and the order is important: First, terrific and overdue strong pricing exists across
the insurance markets. We expect this to apply largely, but not necessarily as evenly, in 2003. Second,
Safeco has a quality front-line workforce, marked by integrity, discipline and decency. Thanks, thanks,
thanks! Our co-workers drove our turnaround; that's why many appear on the cover of this year’s report.
Third, our management team has stuck to a few basic things and does what it says it will do (for an up-
date on our areas of focus, please see the inside front cover). We will keep it up.

Allin all, it boils down to this—our turnaround phase is over. We're back!
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And if that was '02, what's coming in '03? We are forecasting growth and greater profits (but not
with much specificity; given this new governance environment, we are out of the business of precisely
forecasting earnings). '

Exciting growth is happening in our P&C operations. The back half of 2002 showed dramatic gains
in both top-line and customer counts relative to the last haif of 2001. Agents like our new products
and technology, and how these improve their bettom line. Given the increased pricing that has been a
hallmark of the past two years, now each sale is more profitable than the average of our existing book of
business. This growth comes at the right time for the right reasons.

As for L&I's prospects, | encourage you to enjoy 2002's high point now because we don't see it being
repeated in '03. While our particular businesses don’t share the operating maladies other L&l operators
face (we are not big writers of variable annuities, for example), neither are we immune from the effects of
low interest rates and poor equity market performance. Also, the stop-loss medical business is now both
at its pricing peak and a greater influence on our results due to the last year’s successful acquisition. We
expect a solid 2003 for L&I, but not another record performance.

The new world of governance: Governance reform, mostly for the better, has dominated the business
headlines this year. At the risk of drawing unhelpful attention, a couple of thoughts:

First, we can’t legislate honesty. Honesty comes from what is in the hearts of people and the culture of
their organizations, not from the outside. My fear is simple: as we create more detailed and narrowly
focused rules, whether of accountancy or of governance, we risk inviting the crooks to meet the letter of
the law while flouting its spirit. Sometimes asking basic questions reveals more: “Did you make money?
Explain....”

My second worry is what comes after the rules become so complex, especially with the liability system
increasingly punitive and the trial bar on the prowl. The recent period reminds me very much of the
campaign finance reforms of the Watergate era. It's often said that “the best folks won't run for public
office.” Well, we must guard against the risk that we will keep the best people away from the boards of
publicly traded companies if we make the jobs too easily subject to false vilification.

This initial wave of rightful reaction will subside; thoughtfulness and vigilance must take its place.

To conclude: We look forward to 2003 with real optimism. We say that knowing we are in a volatile
business, both with respect to future events and with respect to the emergence in the future of losses
tied to policies already on the books. It is in the nature of our industry to have setbacks. We will do our best
to avoid them and deal with them directly if we cannot. Our turnaround behind us, we seek to excel again.

Mike Me@avick
Chelinman and Chiel Executive Offteer
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“In 2002, we strengthened
the company’s foundation,
Everyone's harc weorlk
coniribuied to turning Safeco
around. We procucad
slgnificantly betier resuils. and
new we're carmying that
mementum Inte the future.”

CHRIS MEAD
Chief Financial Officer,
Saftaco Corporation

- SAFEEE CORPORATION:

“Wa have g broed produet
line. Qur distribution channels
greln place. And we've
operated very well in & very
aifffeuit maret. We're weil
pesitioned for the future,”

RANBY TALBOT
President ane Chigt
Operaitng Officer,
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INCREASING EARNINGS AND SHARE VALUE

’ i [ U i - T
2001 : 2002

SAFECD SHARE VALME
‘o1 kool

Q4 Ql Q2 Q3 Q4

Includes the effect of Safeco issuing 10.5 million additional shares of common stock in the 4th
quarter of 2002. Share value graph is based on monthly closing stock price.

SAFECO LIFE & INVESTMENTS

SECOND CONSECUTIVE RECORD YEAR
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Pretax earnings from operations exclude both realized investment gains or losses and goodwil!
write offs. Revenues exclude investment gains and losses.

SAFECO 2002 ANNUAL REPORT




SAFECO PERSONAL INSURANCE

STRONGER UNDERWRITING AND INCREASING REVENUES
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'The tower the combined ratio, the better the performance.

SAFECO BUSINESS INSURANCE

REDUCING COSTS AND GROWING NEW BUSINESS
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The lower the combined ratio, the better the performance.
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“Wi linew wiere we're gelng,
ane we heve & bright future.
We're focusing on Aute
insurance and suppering it

wiith & revitelized Homeowners

preduct. The feam

is rallying behind this stretegy.
The declsions we're malking
will mele us & leading
player in selling insurance
hrough independent agants.”

MIRE
Presigenti ane Chilief
Operating Oficer,
Persenel Insurance

SAFEEO PERSONAL
INSURANEE

“People & energized. Agents
and employees 8re malking
significant contributions
by focusiag on the details —
maintgining underwrtting
discipline, ratios,
Now we're staring to grow
our business egaln,”

LAVER
Operating Offesr,
Business [nsuranes

SAFECO BUSINESS
(NSYRANGE
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LETTER FROM THE
LEAD DIRECTOR

Fellow shareholders:

Safeco has a strong, independent Board of Directors. That’s part of a history that
stretches back to 1923, when our founding shareholders also served as directors.
Many of the corporate governance changes that are now required—such as having
a majority of independent directors on the Board and only independent directors
on the Audit, Compensation and Nominating/Governance Committees—are
practices that the Safeco board has long followed. Currently, we have 11 directors,
and only one—our chief executive officer—is also an executive of the company.

While we've always had sound corporate governance practices, last year your Board conducted a two-
day retreat devoted to two topics—improving corporate governance and reviewing Safeco’s long-range
strategy. Based on the work at the retreat, the Board made several important changes in the governance
area, which included adopting governance guidelines and charters for our standing committees, making
permanent the lead director position, and agreeing on a procedure for employees to raise any concerns
about Safeca’s accounting or financial practices, which is now in place. The Board also directed that
corporate governance information be posted at Safeco’s Web site, www.safeco.com/governance.

When | last wrote to you two years ago, your directors had just changed our senior management. We
hired Mike McGavick as CEQ, fully expecting he'd be named chairman after three or four years. Because
we're pleased with the progress made under Mike's leadership, we recently accelerated that timetable. |
stepped down as chairman at the end of the year, and Mike assumed that role.

Our lead director position will be a permanent position on Safeco's board. 1'll continue as lead director,
at least through the remainder of 2003. The lead director will be intimately involved in setting the agenda
for the Board, chairing the regular executive sessions that only the outside directors attend, as well as
facilitating communications among directors and with shareholders. Every few years we pian to rotate
the position among the Board's outside directors.

We took other actions to ensure Safeco continues to have a strong board, including electing Jay Brown,
aleading insurance industry executive, in late 2001, and Kerry Killinger, chairman of Washington Mutual,
in January 2003. (I'd be remiss if | didn’t take this opportunity to thank Dr. William Gerberding,
presidenf emeritus of the University of Washington who retired from the Board in 2002, for 21 years of
service to Safeco.)

As a company, we've just come through some very difficult times. Most of the painful changes we
anticipated making are behind us. We got back on track in 2002.

In the past, consistent growth and superior financial performance were the hallmarks of Safeco.
Shareholders could count on Safeco to perform consistently in both strong and soft insurance markets.
Like all the directors, | expect this to be the halimark of Safeco going forward.

Ay w2

Gary Reee
Lzad Director
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BOARD OF DIRECTORS

Joseph W, Brown

Chairman and CEO of MBIA Inc.
Member of Compensation,
Finance and Special Risk
Committees

Phyllis J. Campbell

Former President of US Bank
Washington and Chair of
community board for US Bank
Washington

Member of Compensation,
Nominating/Governance and
Special Risk Committees

Rabert S. Cline

Retired Chairman and CEO

of Airborne, Inc.

Member of Audit, Compensation
and Finance Committees

Joshua Green il

Chairman and CEQ of
Joshua Green Corporation
Member of Finance,
Nominating/Governance and
Special Risk Committees

Kerry K. Killinger

Chairman, President and

CEO of Washington Mutual, Inc.
Member of Finance and Special
Risk Committees

William W. Krippaehne, Jr.
President and CEO of Fisher
Communications, Inc.
Member of Audit and
Finance Committees

Mike McGavick

Chairman, President and CEC

of Safeco Corporation

Member of Finance and Special
Risk Committees

William G. “Gary” Reed, Jr.
Retired Chairman of Simpson
Investment Company

Lead Director and member
of Compensation,
Nominating/Governance and
Special Risk Committees

Norman B. Rice

President and CEO of Federal
Home Loan Bank of Seattle
Member of Audit and
Nominating/Governance
Committees

Judith M. Runstad

Of Counsel at Foster Pepper
& Shefeiman PLLC
Member of Audit and
Nominating/Governance
Committees

Paul W. Skinner

President of Skinner Corporation
Member of Audit and
Compensation Committees

SENIOR LEADERSHIP
TEAM

Miike McGavick
Chairman, President and CEQ

Bruce Allenbaugh
Senior Vice President,
Marketing and Communications

Mike LaRocco

President and Chief
Operating Officer,

Safeco Personal Insurance

Dale Lauer

President and Chief
Operating Officer,

Safeco Business Insurance

Chris Mead
Senior Vice President
and Chief Financial Officer

Allie Mysliwy
Senior Vice President,
Human Resources

Jim Ruddy
Senior Vice President
and General Counsel

Yom Senegor

Senior Vice President,
Corporate Strategy and
Chief Information Officer

Randy Talbot

President and Chief
Operating Officer,

Safeco Life & Investments

SAFECO DIRECTORS AND
SENIOR MANAGEMENT
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PHOTOGRAPHY
CREDITS

SAFECO’S NEW LOOK

On the cover is Safeco’s new
logo—simpler, easier to

read and more direct than our
previous look. The logo is being
phased in over several years,
as marketing materials and signs
are upgraded, to hold costs to

a minimum,

Turning Safeco around took the dedication of more than
10,000 people. On the cover of this year's annu@ﬂ report are
some of the people whose efforts helped Safeco in 2002.

ON THE FRONT COVER

Top Row: Ring Nishioka, Heather
Southard, Trevor Arnold, Kristin
Swanson, Jacqueline M. Veneziani,
Bryan M. Davis, Tyrell Edwards,
Don Taufen, Shane Prudente, Bill Gregg

Second Row: David Capocci, Cindy
Shaw, Nykeesha Davis, Robert S.
Cline, Bart Peppers, Ami D. Nettles,
Dee Dee Shonhor, Edward Squier
Neal, Robert Carper, Tonya Glaspie,
Jose Flores, Morgan G. Crain

Third Row: Shayne De Lima,

Marie S. Chow, Julie M. Webb, Bob
Mott, Paivi Blanchard, Schellie

M. Bandy, Norman B. Rice, Paul W.
Skinner, Phyllis J. Campbell, Joshua
Green Ill, Mick Stave, Sandra Ray

Fourth Row: Susan Artman,
Kimberly Oliver, Dawn M. Atkins,
Varghese Ampalloor, Toni Tauscher,
Annie Higgins, Sheri Carpenter,

Fit Vizon, Randy Groomes, Dan
Gibbs, Ping X. Gonzalez, Kathy
Carstens

Bottom Row: Riaz A. Kanji,
Bruce Allenbaugh, Melissa Brown,
Yom Senegor, Tammy A. Pecora,
Troy Olson-Blair, Linda Joyce,
Allie Mysliwy, Claudia Cooper,
Arturo Zamora, Sallie Glerum,
Megan Gentry

ON THE BACK COVER

Top Row: Mariel Hutchins, Carol
Willman, Don Douglass, Michael
Halstead, Angel Prentiss, Julie
Scott, Zoya Mardakhayev, Sabrina
Kennerly, Aleisa P Lynn, Tom
Abel, Mary Wells, Ethel Perry

Second Row: Vince Matsunaga,
Debbie Akers, Judith M. Runstad,
William W. Krippaehne, Jr., Joseph
W. Brown, Latrelle Bolden, Tom
West, Kerri Silvers, Mark Mays,
Nick Carron

Third Row: Linda Downing, Efram
E. Ware, John Page, David Kraft,
Linda Waites, Jennifer Gonzalez,
Florence Vanchiasong, Bill
Gatewood, Melinda Roberts, Angela
Jones, Lisa L. Malone

Fourth Row: Dennis Payne, Bertie
M. Loving, Jim Ruddy, Paula Garza,
Vere Bryan, Helen Upton, Frank
Chandler, Christine Murphy, Kerry
K. Kiffinger, Jonathan A. Southern

Bottom Row: Neil Pasch, Bill
Southern, Theresa A. Smith,

Jon K. Stowell, David S. Christoff,
Sherry L. Williams, Joyce Baker,
Dave Kuss, Lynelle L. Pinnix
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UNITED STATES SECURITIES AND EXCHANGE COMMISSION
Washington, D.C. 20549

FORM 10-K

Annual Report Pursuant to Section 13 or 15(d) of the Securities Exchange Act of 1934
for the Year Ended December 31, 2002
or
(] Transition Report Pursuant to Section 13 or 15(d) of the Securities Exchange Act of 1934

for the Transition Period from to

Commission File Number 1-6563

SAFECO CORPORATION

State of Incorporation: Washington
I.R.S. Employer I.D. No.: 91-0742146

Address of Principal Executive Offices: SAFECO Plaza, Seattle, Washington 98185
Telephone: 206-545-5000
Securities Registered Pursuant to Section 12(g) of the Act:
Common Stock, No Par Value: 138,216,691 shares were outstanding at January 31, 2003.

Indicate by check mark whether the registrant (1) has filed all reports required to be filed by Section 13 or 15(d) of
the Securities Exchange Act of 1934 during the preceding 12 months (or for such shorter period that the registrant
was required to file such reports), and (2) has been subject to such filing requirements for the past S0 days.

YES {X].NO[ 1

Indicate by check mark if disclosure of delinquent filers pursuant to Item 405 of Regulation S-K is not contained
herein, and will not be contained, to the best of registrant’s knowledge, in definitive proxy or information
statements incorporated by reference in Part Il of this Form 10-K or any amendment to this Form 10-K[ 1.

Indicate by check mark whether the registrant is an accelerated filer (as defined in Rule 12b-2 of the Act).
YES[XL.NOI 1.

The aggregate market value of the voting and non-voting common equity held by non-affiliates of the registrant as of
June 28, 2002, was $3,900,000,000. Documents incorporated by reference:

Portions of the registrant’s definitive Proxy Statement for the 2003 annual shareholders meeting are incorporated
by reference into Part [1l.
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Safeco Corporation and Subsidiaries

Part {

(Dollar amounts in millions except for ratios and per share data unless noted otherwise)

ITEM I - BUSINESS

General

Safeco Corporation is a Washington corporation that has been in the insurance business since 1923. We operate
subsidiaries on a nationwide basis in segments of the insurance industry and other financial services-related
businesses. Our two principal businesses are (1) property and casualty insurance, including surety, and (2) life
insurance and asset management. These activities generated nearly all of our revenues in 2002.

Throughout this report, Safeco Corporation and its subsidiaries are referred to as “Safeco,” “we” and “our.” The
property and casualty insurance related businesses, including surety, are referred to as “Property & Casualty.” The
life insurance and asset management businesses are referred to as “Life & Investments.” All other activities,
primarily the financing of our business activities, are collectively referred to as “Corporate.” Our Property & Casualty
operations generated 75% of our consolidated revenues in 2002.

Safeco’s home office and principal subsidiaries are based in Seattle and Redmond, Washington. At December 31,
2002, we had approximately 12,000 employees.

Website Access to Reports: We make our periodic and current reports and any amendments thereto available, free
of charge, on our website, www.safeco.com/ir, as socn as reasonably practicable after such material is electronically
filed with or furnished to the Securities and Exchange Commission (SEC).

Property & Casualty

We manage our Property & Casualty business through four operating segments: Safeco Personal Insurance (SPI),
Safeco Business Insurance (SBI), Surety and Property & Casualty Other (P&C Other). These segments are described
in more detail below.

Our Property & Casuaity insurance operations are the 18th largest in the United States based on 2001 direct
written premiums as published by A.M. Best.

Net earned premiums for Property & Casualty’s operating segments are as follows:

YEAR ENDED DECEMBER 31 2002 2001 2000
% of % of % of
Amount Total Amount Total Amount Total
Safeco Personal Insurance $2,907.6 64% $2,709.6 61% $2,640.1 58%
Safeco Business Insurance 1,461.0 32 1,643.4 37 1,838.7 40
Surety 126.3 3 95.6 2 61.6 1
P&C Other 26.4 1 24.2 — 23.0 1
Total $4,521.3 100% $4,472.8 100% $4,563.4 100%
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Consolidated net earned premiums for Property & Casualty’s ten largest states in 2002 are as follows:

YEAR ENDED DECEMBER 31 2002 2001 2000

% of % of % of
State Amount Total Amount Total Amount Total
California $ 7625 17% $ 7434 17% $ 691.5 15%
Washington 574.2 13 568.2 13 571.0 13
Texas 356.7 8 326.2 7 315.5 7
Oregon 238.2 5 234.8 5 235.5 5
Itlinois 220.9 5 251.2 6 279.2 6
Missouri 190.5 4 196.1 4 212.7 5
Florida 176.6 4 157.9 3 167.0 4
Colorado 135.2 3 114.8 3 104.7 2
Connecticut 134.4 3 113.1 3 111.0 2
Ohio 110.2 2 106.6 2 111.3 2
Total ten largest states 2,900.1 64 2,812.3 63 2,799.4 61
All others 1,621.2 36 1,660.5 37 1,764.0 39
Total $4,521.3 100% $4,472.8 100% $4,563.4 100%

Safeco Personal Insurance

SPI operations are organized around three reportable segments: Personal Auto, Homeowners and Specialty. The
Personal Auto segment provides coverage for liability to others for bodily injury and property damage and for
physical damage to an insured’s own vehicle from collision and other hazards. The Homeowners segment provides
protection against losses to dwellings and contents from a wide variety of hazards, as well as coverage for liability
arising from ownership or occupancy. Homeowners’ policies insure dwellings, condominiums, and rental property
contents. Other personal line products include earthquake, dwelling fire, inland marine and boat insurance;
collectively these products are referred to as Specialty. SPI sells its products to individuals through independent
distributors.

Safeco Business Insurance

SBI primarily writes commercial multi-peril, property, workers compensation, automobile and general liability
insurance for small and medium-sized businesses, and we refer to this business as SBI — Regular. SBI sells these
insurance coverages through independent distributors.

SBI also sells a small amount of such insurance coverages to large businesses, but this business has declined in
premium rapidly as Safeco has focused on its small and medium-sized business customers and has reunderwritten
its large account business. SBI — Special Account Facility writes continuing business for four specialty commercial
programs and larger commercial accounts for our key distributors. SBI — Runoff includes large commercial business
accounts in runoff and 15 specialty programs that Safeco is exiting.

Surety

Surety primarily writes surety bonds for construction businesses, providing payment and performance guarantees. It
also underwrites multiple bond needs for major corporations and large regional companies. Surety sells these bonds
through independent insurance agents and brokers.

Property & Casualty Other

Property & Casualty Other (P&C Other) includes our discontinued assumed reinsurance business, our involuntary-
assigned risk and other state-mandated personal lines business, our Lloyds of London operations, which are in
runoff, and certain other discontinued product lines.
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Property & Casuaity — Claims Administration

We employ approximately 2,700 claims employees in locations throughout the United States. These employees
inciude telephone and field adjusters, appraisers, litigation specialists, regional and home office management and
support staff. We handle approximately 97% of our claims through our employees and preferred adjusting
programs, and employ independent adjusters primarily where geographic location makes it impractical to use our
own employees or when additional adjusters are needed to promptly address catastrophe claims. Qur claims are
handled by professionals with the appropriate technical expertise necessary to handle coverage, liability and
damage issues. We recognize the importance of the specialized and extensive training required for claims adjusting
and have committed significant resources and efforts to the training and development of our claims staff.

Our claims processing combines the efficiency of centralized claims handling, customer service centers and the
flexibility of field representatives. Using a proprietary client server system that supports a “paperless” claims
environment, our field representatives are not restricted to a specific office or physical location. This flexibility adds
significant savings and efficiencies to the claims-handling process and increases customer service.

Property & Casualty — Loss and Loss Adjustment Expense (LAE) Reserves

Safeco’s consolidated financial statements include estimated reserves for unpaid losses and related claim
settlement or LAE of our Property & Casualty businesses. We record loss and LAE reserves at each balance sheet
date at management’s best estimate of the uitimate payments that will be made to settle all losses incurred at that
date and to pay related expenses.

When claims for losses that are covered by Safeco’s insurance policies are reported to us, our claims adjusters
establish a reserve for the expected cost to settle the claim, including estimates of any related legal expenses and
other costs associated with resolving the claim. These reserves are called “case basis” reserves. In addition, at the
end of each reporting period, certain {osses will have occurred that have not yet been reported to Safeco.
Accordingly, we set up reserves for such incurred but not reported losses (IBNR) and related LAE. These IBNR
reserves are estimated using actuarial methods and techniques, which are discussed further in our Critical
Accounting Policies in Part I, Item 7 in Management's Discussion and Analysis of Financial Condition and Results
of Operations (MD&A).

The process of estimating loss and LAE reserves involves significant judgment and is complex and imprecise due to
the number of variables and assumptions inherent in the estimation process. These variables include the effects on
ultimate loss payments of internal factors such as changes in claims handling practices and changes in business
mix, as well as external factors such as trends in loss costs, economic inflation, judicial trends and legislative
changes. In addition, certain claims may be paid out over many years, for example, workers compensation medical
costs for severe injuries, and there may be significant lags between the occurrence of an insured event and the time
it is actually reported to us, contributing to the variability in estimating ultimate loss payments. Variables such as
these affect the reserving process in a variety of ways and the impacts of many of these variables cannot be directly
quantified, particularly on a prospective basis.

As a result of the inherent variability in estimating reserves, we use a number of actuarial technigues to estimate
loss and LAE reserves. Standard actuarial techniques rely on the premise that historic loss experience can be used
to estimate future loss experience. However, Safeco has undergone substantial transformation since 2000,
including new product launches, changes in underwriting criteria and improvements in claim handling practices.
These actions serve to improve business performance but also affect loss trends and actuarial data. As a result,
Safeco has employed a more sophisticated set of actuarial techniques to assess the variables affecting loss
experience in certain lines of business and applied multiple actuarial technigues to lines with the greatest volatility.
In some cases, these actuarial techniques produce a cluster of estimates, giving management confidence that the
reserve estimate is within a relatively tight band of possible outcomes. In other cases, however, additional
techniques produce conflicting results. Management reviews reserve indications and the assumptions underlying
them in applying the judgments necessary to determine its best estimate for Safeco’s carried reserves.

Due to the assumptions and judgments inherent in the estimation of loss and LAE reserves, actual experience may

differ from these estimates. We refine reserve estimates in an ongoing quarterly process as experience develops. We
record adjustments to reserves in our results of operations in the periods in which we change the estimate.
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We do not discount any of our reserves.

We reduce these reserves by amounts that we expect o recover from salvage and subrogation. These recoveries are
accrued on an individual case basis for large claims, and actuarial estimation procedures are used for smaller
claims.

Safeco buys reinsurance to manage exposure to potential losses. Loss and LAE amounts that are expected to be
recoverable from reinsurers are recorded as reinsurance recoverables on the Consolidated Balance Sheets.

The following table (Analysis of Loss and LAE Reserve Development) presents the development of the loss and LAE
reserves from 1992 through 2002, The amounts reported in the table for the 1996 and prior year balances are for
Safeco only (i.e., do not include any amounts for American States Financial Corporation (American States), which
was acquired in 1997). Section A of the table presents the recorded reserve for unpaid loss and LAE at December
31 for each of the indicated years, both gross and net of related reinsurance amounts. Section B of the table
displays the cumulative net amount paid with respect to the previously recorded reserves as of the end of each
succeeding year. Section C reports the re-estimated amount of the previously recorded net reserves based on
experience as of each succeeding year. The estimate is increased or decreased as more information becomes known
about individual claims and as changes in conditions and claim trends become apparent. Section D of the table
presents the cumulative redundancy (deficiency) developed with respect to the previously recorded liability as of
the end of each succeeding year. For example, the 1992 reserve of $1,963.1 developed a $96.9 redundancy after
one year which grew over ten years to a redundancy of $336.9.

For 1992 through 1996, inclusive, Safeco’s reserve development had been favorable. This trend reflected several
factors: conservatively setting reserves, favorable workers compensation legislation in the early 1990s, and
moderation of medical costs and inflation in that period. In addition, during this period, the cost of claim
settlements in several lines of business had benefited from changes in the organization of Safeco’s claims
department which established separate specialized units for workers compensation, environmental exposures and
fraud investigations.

Beginning in 1997, unfavorable trends began to emerge with respect to the combined reserves of Safeco and

American States. Adverse loss experience in construction defect, asbestos and environmental, as well as workers
compensation medical costs, significantly contributed to the unfavorable trends.
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In evaluating the following reserve development table, note that each amount includes the effects of all changes in
amounts for prior periods. For example, the amount of the redundancy shown for the December 31, 1396 reserves
that relates to fosses incurred in 1992 is also included in the cumulative redundancy amount for the years 1992
through 1995. Conditions and trends that affected development of the liability in the past may not necessarily
occur in the future. Accordingly, it may not be appropriate to extrapolate future redundancies or deficiencies based
on this table.

Property & Casualty — Analysis of Loss and Loss Adjustment Expense Reserve Development

December 31 1392 1993 1994 1995 1996 1997 1998 1999 2000 2001 2002

A. RESERVE FOR UNPAID LOSSES AND LAE

- Gross of Reinsurance  $2,052.3 $2,095.2 $2,236.8 $2,180.8 $2,059.1 $4,310.5 $4,219.9 $4,378.6 $4,612.7 $5,053.7 $4,998.5
Reinsurance 89.2 100.1 143.9 110.7 103.4 228.6 253.6 3038.5 343.6 4159 411.6

Net of Reinsurance $1,963.1 $1,995.1 $2,092.9 $2,070.1 $1,955.7 $4,081.9 $3,966.3 $4,069.1 $4,269.1 $4,637.8 $4,586.8

B. CUMULATIVE NET AMOUNT PAID AS OF

One Year Later $ 5989 $ 6205 $ 693.0 $ 7554 $ 7729 $1,3455 $1,389.2 $1,510.7 $1,618.7 $1672.1
Two Years Later 913.4 9476 1,068.3 10950 11,1014 20493 21655 2,336.2 25378

Three Years Later 1,106.0 1,1476 11,2529 1,267.6 12879 25163 26380 28950

Four Years Later 1,2306 12525 11,3415 11,3700 1,4043 12,8210 29819

Five Years Later 1,295.7 1,300.2 11,4035 1,440.5 14853 3,059.1

Six Years Later 1,326.1 11,3429 14496 1,493.1 16008

Seven Years Later 1,357.8 1,377.0 1,488.9 11,5914

Eight Years Later 1,386.6 1,406.1 1,576.5

Nine Years Later 1,412.4 1,482.1

Ten Years Later 1,483.4

C. NET RESERVE RE-ESTIMATED AS OF

One Year Later $1,866.2 $1,913.8 $2,033.2 $1,992.4 $1,947.7 $3,981.9 $4,045.1 $4,217.4 $4,614.2 $4,763.6
Two Years Later 1,782.1 18183 11,8023 11,8839 11,8614 3,983.0 4,070.3 4,447.8 4,708.7

Three Years Later 1,712.2 1,716.1 1,801.9 1,804.7 18066 3,985.0 4,209.9 4,506.0

Four Years Later 16423 16436 11,7338 1,757.1 1,799.6 4,097.1 42524

Five Years Later 1,600.9 15938 1,7028 1,757.3 1,849.6 4,147.2

Six Years Later 1,554.7 11,5683 1,691.2 11,8033 1,872.4

Seven Years Later 1,5498 11,5783 11,7332 11,8308

Eight Years Later 1,567.2 1,616.3 1,763.1

Nine Years Later 1,601.2 11,6454

Ten Years Later 1,626.2

D. CUMULATIVE NET REDUNDANCY (DEFICIENCY) AS OF

One Year Later $ 98 % 813 % 59.7% 777 % 80 % 100.0 $ (788)% (148.3) % (345.1) % (125.8)
Two Years Later 181.0 176.8 190.6 180.2 94.3 92.9 (104.0) (378.7) (440.6)

Three Years Later 250.9 279.0 291.0 265.4 149.1 95.9 (243.6) (436.9)

Four Years Later 320.8 351.5 359.1 313.0 156.1 (15.2) (286.1)

Five Years Later 362.2 3953 390.1 312.8 106.1 (65.3)

Six Years Later 408.4 426.8 401.7 266.8 83.3

Seven Years Later 413.3 416.8 359.7 239.3

Eight Years Later 395.9 378.8 329.8

Nine Years Later 361.9 349.7

Ten Years Later 336.9

For discussion of loss reserve development, see MD&A section “Property & Casualty - Loss and LAE Reserves.”
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Property & Casuaity — Reinsurance

We use treaty and facultative reinsurance in managing our exposure to potential losses for our Property & Casualty
operations. Reinsurance recoverables related to unpaid losses resulting from these operations were $411.6 at
December 31, 2002 and $415.9 at December 31, 2001. Because the amount of the reinsurance recoverable can
vary depending on the size of an individual loss or, in some cases, the aggregate amount of all losses in a particular
line of business, the exact amount of the reinsurance recoverables is not known until all losses are settled.
Therefore, we estimate the amount of reinsurance recoverables we anticipate receiving. To estimate this amount, we
use the terms of the reinsurance contracts and historical reinsurance recovery information and apply that
information to the gross loss reserve estimate.

The availability and cost of reinsurance are subject to prevailing market conditions, both in terms of price and

" available capacity. Although the reinsurer is liable to Safeco to the extent of the reinsurance ceded, we remain
primarily liable to the policyholders as the direct insurer on all risks insured. In addition, the magnitude of losses in
the reinsurance industry resulting from the September 11, 2001 terrorist attacks has impacted the financial
strength of certain reinsurers which may impact our ability to collect from these reinsurers. However, to Safeco’s
knowledge, none of our major reinsurers is currently experiencing material financial difficulties. Our established
estimated allowance for uncollectible reinsurance at December 31, 2002 was $12.5. Safeco’s business is not
substantially dependent upon any single reinsurance account.

Of the total Property & Casualty reinsurance recoverables balance at December 31, 2002, 23% was with mandatory
reinsurance pools and foreign reinsurers. Approximately 88% of the remaining amounts due are from reinsurers
rated A- or higher by A.M. Best; including 49% with the following four reinsurers: American Re-insurance
Corporation, Swiss Reinsurance America Corporation, Employers Reinsurance Corporation and General/Cologne
Reinsurance Corporation, all of which are rated A+ or higher by A.M. Best.

Our Property & Casualty nationwide catastrophe property reinsurance treaty for 2003 covers 90% of $400.0 of
single-event losses in excess of $100.0 retention and is unchanged from 2002. Property & Casualty retains the first
$100.0 of losses, 10% of the next $400.0 and all losses in excess of $500.0. This treaty provides for one
reinstatement for a second catastrophe event in 2003 at current rates.

Effective February 1, 2001, Surety modified its reinsurance coverage from a 50% quota share treaty to an excess of
loss treaty. The excess of loss treaty provides reinsurance coverage for 88% of $85.0 in excess of $15.0 retention
for each loss, and includes one reinstatement premium should a second loss exceed our retention.

For workers compensation, we purchase reinsurance protection that provides reimbursement of up to $44.0 for
single event fosses in excess of $3.0. A reinstatement premium is required for workers compensation reinsurance
layers covering losses that are in excess of $20.0.

We purchase commercial property reinsurance that limits our exposure to a net loss of $2.5 per risk. This is
accomplished through the purchase of a property per risk treaty that provides reinsurance coverage up to $7.5 for
fosses in excess of a $2.5 retention. Commercial property risks with limits above $10.0 are ceded through
facultative reinsurance.

For the personal umbrella line of business we purchase a 10% quota share for the first $2.0 of each event and
100% quota share for the next $8.0. For commercial umbrella we retain the first $1.0 of each event and cede up
to $19.0 in excess of this retention.

For discussion of the impact of terrorism on reinsurance, see MD&A “Impact of Terrorism.”

Life & Investments

Life & Investments provides a broad range of products and services that include individual and group insurance
products, annuity products, mutual funds and investment advisory services. These operations are comprised of the
following reportable segments that focus on different products, markets or distribution channels: Retirement

Services, Income Annuities, Group, Individual, Asset Management, and Life & investments Other (L&} Other). Our
principal products measured by 2002 premium and deposit volume include: fixed deferred annuities, stop-loss
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medical business, variable annuities, individual life insurance, single premium immediate annuities (SPIA) and
business-owned life insurance (BOLI).

A three year comparative summary of net premiums and deposits is presented below by reportable segment,
followed by an overview of each segment:

YEAR ENDED DECEMBER 31 2002 2001 2000
Retirement Services
Fixed Deferred Annuities $1,110.3 $ 7946 $ 183.2
Variable Annuities 243.8 288.6 227.7
Other 2.4 3.7 37.2
Total 1,356.5 1,086.9 448.1
Income Annuities
Single Premium Immediate Annuities 115.3 108.9 401.3
Group
Stop-Loss Medical 384.5 279.8 248.5
Group All Other 83.5 51.5 62.0
Total 468.0 331.3 311.5
Individual
Universal Life 56.0 56.8 57.8
BOLI 50.0 120.0 710.0
Term Life 38.7 38.2 36.3
Variable Universal Life 17.1 19.8 21.1
Other 7.7 10.7 124
Total 170.5 2455 837.6
Total Net Premiums and Deposits $2,110.3 $1,772.6 $1,998.5

Retirement Services

We offer fixed and variable deferred annuities to a broad range of consumers through multiple distribution
channels. Fixed annuities are general account products where we bear the investment risk as funds are invested in
our general account and a stated interest rate is credited to the contractholders’ accounts. Our major source of
income from fixed annuities is the spread between the investment income earned on the underlying general account
assets and the interest credited to contractholders’ accounts. Variable annuities are separate account products,
where the contractholder bears the investment risk and has the right to allocate his or her funds among various
separate investment sub-accounts. Qur major source of revenues from variable annuities is mortality and expense
fees charged to the contractholder, generally determined as a percentage of the market value of the underlying
assets under management.

Annuities offer a tax-deferred means of accumuiating savings for retirement needs and provide a tax-efficient
source of income in the payout period. Cur annuity products include both qualified and non-qualified annuities,
tax-sheltered annuities marketed to teachers and not-for-profit organizations, and guaranteed investment contracts.

Qur qualified and non-qualified annuities include an Equity Indexed Annuity (EIA) that credits the policyholder
based on S&P 500 performance with no minimum equity return guarantee and a floor return based on a minimum
fixed return on a portion (typically 90%) of the original deposit amount. We stopped marketing this product in
1999, and in 2000, 2001 and 2002, offers were extended to EIA policyholders to surrender their policies and
receive their account values with no surrender charges.

Income Annuities

Our principal income annuity product is the structured settlement annuity, which is sold to fund third-party
personal injury settlements, providing a reliable income stream to the injured party. Structured settlement saies are
extremely sensitive to financial strength ratings; our ratings downgrades in 2001 significantly curtailed the volume
of new deposits. Our structured settlement annuities are non-surrenderable and are supported by long-term invested
assets consisting primarily of long-duration bonds and mortgage-backed securities. We bear the investment risk as
funds are invested in our general account, and these products also contain mortality risk.
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We price annuities using current mortality tables and an assumption of continued improvement in annuitant
longevity. Future policy benefits for our single premium annuity contracts are caiculated based on a set of actuarial
assumptions that we establish and maintain throughout the lives of the contracts. Our assumptions include
investment yields, expenses, mortality and the expected payment duraticn.

Group

Our Group segment’s principal product is stop-loss medical insurance sold to employers with self-insured medical
plans. Also offered are group life, accidental death and dismemberment, and disability products,

Safeco is one of the largest direct writers of stop-loss medical insurance for self-funded employer plans. Stop-ioss
coverage is used by employers to manage the risks and costs of providing a healthcare program for employees. Our
stop-loss medical business is set up to protect an employer's self-funded plan against potentially large claims by
their employees. When large claims occur, we reimburse the employer based on their contract limits. Each contract
sets a specific limit for each covered individual and may set an aggregate limit for the plan as a whole.

Individual

Products in our Individual segment include term, traditional whole life, universal life, variable universal life and
BOLI. Our universal life products provide life insurance coverage and a cash value that increases based on a
credited interest rate that is periodically reset. These policies generally permit policyholders to use any increase in
cash value to vary the amount of insurance coverage and the timing and amount of premium payments. Our
universal life insurance product portfolio alsc includes BOLI which is sold to banks to fund post-retirement
employee benefit plan liabilities. BOL) is extremely sensitive to financial strength ratings; consequently, our ratings
downgrades in 2001 significantly curtailed the volume of new BOLI deposits. Term life insurance provides only a
death benefit, does not build up cash value and does not pay a dividend. Whole life insurance combines a death
benefit with a cash value that generally increases gradually in amount over a period of years.

Asset Management

Through the Safeco Asset Management companies we provide investment advisory services, accounting and
administrative services for the Safeco Mutual Funds, institutional and trust accounts.

Life & Investments Other

Our L&l Other segment is comprised mainly of investment income resulting from the investment of capital and prior
years' earnings of the operating lines of business. This segment also includes results of Talbot Financial Corporation
(Talbot), a wholly-owned subsidiary. Talbot is a broad-based insurance broker that distributes property and casualty,
life and asset management products.

Life & Investments — Sales and Distribution

Life & Investments is a distribution channel-driven sales organization, selling its products through seven distinct
distribution channels: multi-line (our Property & Casualty agents), broker dealers, financial institutions (primarily
our bank network), special markets (specialty agents), group third-party administrators, institutional and mutual
funds retail direct. Distribution channels are aligned by key target markets providing agents, financial professionals
and business partners with seamless access to all Life & Investments’ products and services. Life & Investments’
products are marketed together whenever possible to efficiently provide agents and financial professionals with a
broad product mix to offer customers. We believe that our ability to provide multiple product lines to Safeco’s
distributors provides us a competitive advantage by facilitating an efficient relationship with Safeco and reducing
the distributor’s need for multiple product providers.
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A summary of our distribution channels and related products distributed through these channels in 2002 is
presented in the table below:

Mutual
Group Funds
Multi- | Broker Financial Special Third-Party Retail
line 1{ Dealers | Institutions | Markets | Administrators | Institutional | Direct
Retirement Services:
Fixed Deferred Annuities S o/ S v / v
Variable Deferred Annuities s/ v/ 4 ' 4
Income Annuities:
Structured Settlement
Annuities v/
Single Premium :
Immediate Annuities ' ' ' o s
Individual:
BOLI /
Universal Life ' / 4
Variable Universal Life o '
Term and Traditional
Whole Life 4 v 4
Group:
Stop-Loss Medical J
Other v v '
Asset Management v v/ 4 s/ 4
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Life & Investments — Funds Held Under Deposit Contracts

Funds held under deposit contracts relate primarily to annuity and individual products and represent our largest
policyholder liability. The table below summarizes the components of funds held under deposit contracts at
December 31, 2002 and describes the applicable surrender charges and surrender experience over the last

12 months.

FUNDS HELD UNDER DEPOSIT CONTRACTS AT DECEMBER 31, 2002

Expected
Maturities of Range of Credited
Liabilities or Assumed Approximate
Outstanding (at Issue Interest Rates as of Surrender
Product Balance Date) 12/31/02 Surrender Charges Experience
Universal Life $ 3,400.4 Approximately 5.00% to 7.67% Varies by issue, age, Less than 2%
10-25 years sex, and duration per annum.
from $1 to $58 per
$1,000 of insurance.
Immediate Annuities 6,308.4  Over 25 years 3.50% t0 11.93% Cannot surrender. Cannot surrender.
Guaranteed Investment Contracts 201.1 Approximately 5.21% to 7.64% Market value Less than 1%
2-5 years adjustment or cannot per annum.
surrender in first year,
Other Annuities and Deposits 5,5683.0 Approximately 3.00% to 7.75% Highest surrender 12.6% per annum.
3-20 years charges range from
10% to 3%, graded
down to 0% within 3
to 10 years. Safeco
has the option to
defer pay-out over 5
years for 16% of
these contracts.
Equity Indexed Annuities (EIA) 162.5 Approximately  Equity return credited Typicaily 8% in year 25% per annum.
6 years based on S&P 500 1 graded to 0% after
performance with a year 6.
minimum guarantee
of 0%. Floor return
based on a portion
(typically 90%) of the
original deposit
amount.
Total $15,655.4

Life & Investments — Reinsurance

We use treaty reinsurance in managing our exposure to potential losses for our Life & Investments operations.
Amounts due from reinsurers were $158.9 at December 31, 2002 and $90.1 at December 31, 2001.

The availability and cost of reinsurance are subject to prevailing market conditions, both in terms of price and
available capacity. Although the reinsurer is liable to Safeco to the extent of the reinsurance ceded, we remain
primarily liable to the policyholders as the direct insurer on all risks insured. To Safeco’s knowiedge, none of our
major reinsurers is currently experiencing material financial difficulties.

Of the total Life & Investments amounts due from reinsurers balance at December 31, 2002, 98% was with
reinsurers rated A- or higher by A.M. Best.
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Corporate

The Corporate segment includes operating results for the parent company Safeco Corporation, Safeco Financial
Products, Inc. (SFP), Safeco Properties, Inc. and intercompany eliminations. The parent company’s primary
expense is interest expense on borrowings, excluding distributions on Capital Securities, which are presented net of
tax separately on the Consolidated Statements of Income (Loss).

SFP, organized in 2000, engages in limited activity for its own account by selling single name credit default swaps,
writing and hedging S&P 500 index options and investing in and hedging convertible bonds. For additional
information see the Corporate section of the MD&A.

In 1999, Safeco sold most of the assets of its real estate investment operation, Safeco Properties, Inc. The
remaining investment properties ($7.2 at December 31, 2002) are included in Other Invested Assets on the
Consolidated Balance Sheets. These are being marketed for sale.

Discontinued Operations

Safeco Credit Company, Inc. (Safeco Credit) provided loans and equipment financing and leasing to commercial
businesses, insurance agents and affiliated companies. In March 2001, Safeco decided to sell Safeco Credit. A
plan of disposal was formalized establishing the measurement date for financial reporting purposes as March 31,
2001; as a result, Safeco Credit was accounted for as a discontinued operation effective March 31, 2001. On

July 24, 2001 Safeco reached a definitive agreement to sell Safeco Credit to General Electric Capital Corporation.
The sale was completed on August 15, 2001 (effective as of July 31, 2001) for total cash proceeds of $918.9. The
proceeds included the repayment of loans to Safeco Credit and settlement of other affiliated transactions between
Safeco Credit and Safeco totaling $668.9. The sale resulted in net proceeds of $250.0 and the after tax gain on
the sale of $54.0 is reported in the Consolidated Statements of Income (Loss).

Statutory Accounting

State insurance regulatory authorities require our Property & Casualty insurance and Life & Investments insurance
subsidiaries to file annual statements prepared on an accounting basis prescribed by the National Association of
Insurance Commissioners’ {NAIC) revised Accounting Practices and Procedures Manual or prescribed or permitted
by their respective state of domicile (that is, on a statutory basis). The primary difference between the $4,998.5
Loss and LAE reserve at December 31, 2002, disclosed in the consolidated financial statements in accordance
with accounting principles generally accepted in the United States (GAAP), and the $4,535.8 reported in the
annual statements filed with state regulatory authorities relates to reinsurance recoverables. Under Financial
Accounting Standards Board Statement of Financial Accounting Standards 113, “Accounting and Reporting for
Reinsurance of Short-Duration and Long-Duration Contracts,” loss and LAE reserves are reported gross of amounts
recoverable from reinsurance under GAAP. Statutory-basis financial statements report the loss and LAE reserves net
of reinsurance recoverables.

Regufation

Safeco and its insurance subsidiaries are regulated by the insurance department in each state where the insurance
subsidiaries are domiciled or do business. These regulations are designed to protect the interests of insurance
policyholders.

The primary purposes of these regulations are:

solvency standards;

licensing of insurers and their agents;

investment policies;

ability to enter into or withdraw from selling insurance products in the state;

approval of insurance premium rates;

approval of insurance policy forms;

regulation of the insurer’'s market conduct, including underwriting and claims practices; and
adequacy of reserves for losses.
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State insurance departments conduct periodic examinations of the conduct and financial condition of insurers and
require that annual and other reports be filed with them detailing the insurance company’s financial condition and
other matters. Safeco’s insurance companies are licensed to carry out insurance business in all 50 states and the
District of Columbia. See additional information in MD&A.

Competition

Both the property and casualty business and the life and investments business are highly competitive. Competition
in our operating segments is based on price, service, commission structure, product features, financial strength,
ability to pay claims, financial strength ratings, reputation and name or brand recognition. We compete with a large
number of domestic and foreign insurers and, in our life and asset management businesses, with non-insurance
financial services companies, such as banks, broker-dealers and asset managers. These companies sell through
various distribution channels, including independent agents and distributors, agents representing only one insurer
(known as captive agents), and direct distribution to the consumer. Safeco competes not only for business and
individual customers, employer and other group customers, but also for agents and other distributors of investment
and insurance products. Some of our competitors offer a broader array of products, have more competitive pricing,
have lower cost structures or, with respect to insurers, have higher financial strength ratings. Some may also have
greater financial resources with which to compete. Also, other financial institutions are now able to offer services
similar to our own as a result of the Gramm-Leach-Bliley Act, which was enacted in November 1999.

Marketing

We distribute our products in all 50 states and the District of Columbia primarily through a network of
approximately 17,000 independent agents and financial advisors who are supported by our marketing and sales
staff and customer service centers. We believe that the independent distribution system offers service and
underwriting advantages. For example, we believe that independent agents are better able to match products to a
customer’s specific needs, thereby providing a higher level of expertise, advice and service than agents offering a
single line of products, and we believe that independent agents and distributors are able to establish close, long-
term, advisory relationships with their customers.
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Executive Officers of the Registrant

As of March 15, 2003, these are the names, ages, positions with Safeco and business experience of our executive
officers. No family relationships exist among our executive officers.

QOfficer Name Age Positions with Safeco and business experience

Michae! S, McGavick 45 Chairman of the Board of Directors since January 1, 2003. President, Chief Executive
Officer and Director since January 30, 2001. President and Chief Operating Officer of
CNA Agency Market Operations from October 1997 until January 2001, President of
CNA'’s Commercial Lines group from January until October 1997, and held a series of
executive positions with CNA’s commercial insurance operations from 1995 through
October 1997. Director of the Superfund Improvement Project for the American
Insurance Association from 1992 to 1995,

Christine B. Mead 47 Senior Vice President, Chief Financial Officer and Secretary effective January 24,
2002. Senior Vice President and Chief Financial Officer for Travelers Insurance Group
from 2000 to January 2002; Senior Vice President and Chief Financial Officer for
Travelers Property Casualty Corp — Personal Lines from 1996 to 2000; held a series of
management positions with Travelers Corporation from 1989 to 1996.

Bruce M. Allenbaugh 46 Senior Vice President, Marketing and Communications since Aprit 2002. Senior Vice
President of Marketing since May 7, 2001. Vice President of Marketing for Avenue A,
Inc., an internet marketing company, from November 1999 to January 2001. Vice
President of Marketing for Nextlink (now XO Communications), a telecommunications
company, from 1994 to 1999. Held a series of management positions with Pepsi-Cola
from 1985 to 1994.

Michael E. L.aRocco 46 President and Chief Operating Officer, Safeco Personal Insurance since July 16,
2001. Regional Vice President, Northeast Region for GEICO Corporation from 1998 to
July 2001. Vice President of Underwriting and Product Management for GEICO from
1996 through 1998, Vice President of GEICO Casualty from 1994 to 1996, and held
a series of management positions with GEICO from 1993 through 1998.

Dale E. Lauer 56 President and Chief Operating Officer, Safeco Business Insurance since July 16,
2001. Senior Vice President of Safeco Business Insurance from 1997 to July 2001.
Vice President of commercial lines underwriting for the Safeco Property & Casualty
insurance companies from 1992 to 1997.

Allie R. Mysliwy 48 Senior Vice President, Human Resources since July 2001. Vice President of Human
Resources from July 1999 to July 2001; Vice President of Human Resources for
Safeco Life Insurance Company from 1994 to 1999.

James W. Ruddy 53 Senior Vice President since 1992. General Counsel since 1989. Vice President from
1989 to 1992. Associate General Counsel from 1985 to 1989.

Yomtov Senegor 44 Senior Vice President, Corporate Strategy and Chief Information Officer since October
1, 2001. Central Region Insurance Managing Partner with Accenture (formerly
Andersen Consulting), a management and technology consulting company, from
November 1997 to October 2001, and Partner from 1992 to 1997.

Randall H. Talbot 49 President and Chief Operating Officer, Safeco Life Insurance companies since
February 1998. Chief Executive Officer and President of Talbot Financial Corporation
from 1988 to 1998.
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ITEM 2 - PROPERTIES

Safeco’s home offices are located in Seattle and Redmond, Washington. The Corporate and Property & Casualty
operations predominantly occupy 825,000 square feet of owned property in Seattle, and the Life & Investments
operations are headquartered in 218,000 square feet of owned property in Redmond.

Safeco owns and occupies an additional 1,340,000 square feet of space in Redmond, Washington, as well as an
aggregate of 453,000 square feet in Fountain Valley and Pleasant Hill, California; Cincinnati, Chio; Portland,
Oregon; and Spokane, Washington. Safeco also occupies 2.4 million square feet of additional feased space
throughout the United States. Leased and owned space totals approximately 5.2 million square feet.

ITEM 3 - LEGAL PROCEEDINGS

Because of the nature of their businesses, Safeco’s insurance and other subsidiaries are subject to legal actions
filed or threatened in the ordinary course of their business operations, generally as liability insurers defending third-
party claims brought against their insureds or as insurers defending policy coverage ctaims brought against them.
Safeco does not believe that such litigation will have a material adverse effect on its financial condition, future
operating results or liquidity.

Our property and casualty insurance subsidiaries are parties to a number of lawsuits for liability coverages related to
environmental claims. Although estimation of reserves for environmental claims is difficult, we do not expect the
loss and LAE with respect to any such lawsuit, or all lawsuits related to a single incident combined, to be material
to our financial condition.

Our property and casualty insurance companies recently defeated allegations in a suit filed on July 18, 2001, by a
plaintiff who purported to represent a class of present and former claim adjusters. The plaintiff claimed that claims
adjusters should have been considered non-exempt employees under the labor laws, and sought damages
representing back overtime pay for certain hours worked. The U.S. District Court for the Northern District of Ohio
disagreed and dismissed the action. Our property and casualty insurance companies are defending two other
lawsuits alleging similar claims, cone filed on August 10, 2001 in California and the other on January 14, 2003, in
U.S. District Court for the District of Connecticut. We intend to defend vigorously against these allegations.

On August 6, 2002, General insurance Company of America was voluntarily dismissed by the plaintiffs as a
defendant in Hobbs v. State Farm Mutual Automobile Insurance Co., et al., a putative class-action lawsuit filed in
1999 in illinois state court against seven Property & Casualty insurance groups.

ITEM 4 — SUBMISSION OF MATTERS TO A VOTE OF SECURITY HOLDERS

There were no matters submitted to a vote of security holders, through the solicitation of proxies or otherwise,
during the fourth quarter of 2002.
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Safeco Corporation and Subsidiaries

Part I

iITEM 5 - MARKET FOR REGISTRANT’S COMMON EQUITY AND RELATED SHAREHOLDER MATTERS
Wiarket information

Our common stock is quoted and traded on the NASDAQ Stock Market under the symbol SAFC. High and low bid
prices of Safeco’s common shares were as follows:

First Second Third Fourth
MARKET PRICE RANGES Quarter Quarter Quarter Quarter Annual
2002 - High $34.64 $35.93 $34.89 $37.98 $37.98
- Low 28.87 29.52 23.49 30.75 23.49
2001 - High 32.63 30.65 31.87 32.94 32.94
- Low 21.50 25.17 24.93 28.16 21.50

There were approximately 3,100 holders of record of our common stock at December 31, 2002. This number
excludes the beneficial owners of shares held by brokers and other institutions on behalf of shareholders.

Dividends

Safeco has paid cash dividends continuously since 1933. Common stock dividends paid to shareholders were
$0.74 per share in 2002 compared with $0.93 in 2001 and $1.48 in 2000. Dividends are funded with dividends
paid to the parent company from operating subsidiaries. We expect to continue paying dividends in the foreseeable
future. However, payment of future dividends is subject to the discretion of our board of directors and will depend
upon many factors, including our financial condition, earnings, capital requirements of our operating subsidiaries,
legal requirements, regulatory constraints and such other factors as our board of directors deems relevant. Due to
underlying business conditions in 2001 and 2000, in February 2001 our board of directors reduced the guarterly
dividend from $0.37 to $0.185 per share.

First Second Third Fourth
DIVIDENDS DECLARED Quarter Quarter Quarter Quarter Total
2002 $.185 $.185 $.185 $.185 $ .740
2001 .185 .185 .185 .185 .740
2000 .370 .370 .370 .370 1.480

SAFECO 2002 FORM 10-K 15



ITEM 6 — SELECTED FINANCIAL DATA
The following selected consolidated financial data of Safeco was derived from our consolidated financial
statements. The following financial data should be read in conjunction with the consclidated financial statements

and accompanying notes.

Summary of Operations {unaudited)

YEAR ENDED DECEMBER 31 2002 2001 2000 1999 1998

(In millions except per share values)

REVENUES

Property & Casualty Earned Premiums $4,521.3 $4,472.8 $4,563.4 $4,382.9 $4,208.3
Life & Investments Premiums and Other Revenues 778.3 637.0 618.2 473.9 447.0
Net Investment Income 1,672.3 1,649.3 1,633.5 1,688.3 1,522.6
Net Realized Investment Gains 82.5 93.0 139.5 117.7 94.6
Other 10.7 10.4 20.5 39.2 81.0
Total Revenues $7,065.1 $ 6,862.5 $6,975.1 $6,602.0 $6,353.5

(In millions except per share values)

INCOME SUMMARY
Income (Loss) from Continuing Operations before

Change in Accounting Principle $ 301.1 $(1,045.3) $ 1019 $ 237.7 $ 3375
Income from Discontinued Credit Operations, Net of

Taxes — 4.2 12.7 14.5 14.4
Gain from Sale of Credit Operations, Net of Taxes — 54.0 — — —
Income (Loss) before Cumulative Effect of Change in

Accounting Principle 301.1 (987.1) 1146 252.2 351.8
Cumulative Effect of Change in Accounting Principle,

Net of Taxes — (2.1) — — —
Net [ncome (Loss) $ 301.1 $ (989.2) $ 1146 $ 252.2 $ 3519

INCOME (LOSS) PER SHARE OF COMMON STOCK
Income (Loss) from Continuing Operations before

Change in Accounting Principle $ 2.33 $ (8.18) $ 0.80 $ 1.79 $ 241
Income from Discontinued Credit Operations, Net of

Taxes — 0.03 0.10 0.11 0.10
Gain from Sale of Credit Operations, Net of Taxes — 0.42 — — —
Income (Loss) before Cumulative Effect of Change in

Accounting Principle 2.33 (7.73) 0.90 1.90 2.51
Cumulative Effect of Change in Accounting Principle,

Net of Taxes — (0.02) — — —
Net Income (Loss) Per Share of Common Stock $ 2.33 $ (7.75) $ 0.9 $ 1.90 $ 251
Average Number of Shares (in millions) 128.3 127.7 127.8 132.8 139.9
Dividends Declared $ 0.74 $ 0.74 $ 148 $ 1.46 $ 1.37
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Summary of Operations (unaudited) (continued)
Additiona! Supplemental Data

YEAR ENDED DECEMBER 31 2002 2001 2000 1999 1998
(In millions except per share values)

PROPERTY & CASUALTY OPERATING RATIOS*

Losses 61.2% 74.5% 70.4% 66.4% 61.3%
LAE 13.1 14.1 12.2 12.0 11.5
Underwriting Expenses 31.0 30.1 28.8 30.0 29.8
Combined Ratio 105.3% 118.7% 111.4% 108.4% 102.6%

AT DECEMBER 31

TOTAL ASSETS $34,656.0 $31,728.7 $30,740.2 $29,223.6 $29,553.0
DEBT
Current 515.8 347.8 356.3 514.5 770.9
Long-Term 608.0 748.8 774.2 478.5 589.5
Total 1,123.8 1,096.6 1,130.5 993.0 1,360.4
CAPITAL SECURITIES 843.8 843.4 843.0 842.5 842.1
SHAREHOLDERS’ EQUITY 4,431.6 3,634.6 4.695.8 4,294.1 5,675.8
BOOK VALUE PER SHARE $ 3207 $ 2845 $ 3679 $ 3331 $ 4092

* Operating ratios are GAAP basis and are calculated on losses and expenses expressed as a percentage of earned premiums.
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ITEM 7 - MANAGEMENT'S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION AND RESULTS OF
OPERATIONS

{Dollar amounts in millions unless noted otherwise)

Management's Discussion and Analysis (MD&A) reviews our consolidated and segment financial condition as of
December 31, 2002 and 2001, our consolidated and segment results of operations for the years ended

December 31, 2002, 2001 and 2000 and, where appropriate, factors that may affect our future financial
performance. This discussion should be read in conjunction with the consolidated financial statements and related
notes included elsewhere in this report.

Forward-locking information contained in this report is subject to risk and uncertainty

Statements, analysis and other information contained in this report that relate to anticipated financial performance,
business prospects and plans, regulatory developments and similar matters are “forward-looking statements” as
defined in the Private Securities Litigation Reform Act of 1995. Statements in this report that are not historical
information are forward-looking. The operations, performance and development of our business are subject to
certain risks and uncertainties that may cause actual results to differ materially from those contained in or
suggested by the forward-looking statements in this report. The risks and uncertainties include, but are not limited
to:

the ability to obtain rate increases and decline or non-renew underpriced insurance accounts;

achievement of premium targets and profitability;

realization of growth and business retention estimates;

achievement of overall expense goals;

success in implementing a new business entry model for personal and commercial lines;

success in obtaining regulatory approval of price-tiered products and the use of insurance scores, including

credit scores as a component;

the ability to freely enter and exit lines of business;

changes in the mix of Safeco’s book of business;

driving patterns;

the competitive pricing environment, initiatives by competitors and other changes in competition;

weather conditions, including the severity and frequency of storms, hurricanes, snowfalls, hail and winter

conditions;

the occurrence of significant natural disasters, including earthquakes;

e the occurrence of significant man-made disasters, such as the attack on September 11, 2001 or war;

the occurrence of bankruptcies that result in losses under surety bonds, investment losses or lower investment

income;

the adequacy of loss and benefit reserves for the Property & Casualty and Life & Investments businesses;

the ability to run off the Lloyds of London business without incurring material unexpected charges;

the availability of, pricing of, and ability to collect reinsurance;

the ability to price for, exclude and reinsure the risk of loss from terrorism;

interpretation of insurance policy provisions by courts, court decisions regarding coverage and theories of

liability, trends in litigation and changes in claims settlement practices;

the outcome of any litigation against us;

o legislative and regulatory developments affecting the actions of insurers, including requirements regarding
rates and availability of coverage;

e changes in tax laws and regulations that affect the favorable taxation of certain life insurance products or that
decrease the usefulness of life insurance products for estate-planning purposes;

e the effect of current insurance and credit ratings levels on business production and the effect of negative
changes to our ratings;

e inflationary pressures on medical care costs, auto parts and repair, construction costs and other economic

sectors that increase the severity of claims;

availability of bank credit facilities;

the profitability of the use of derivative securities by Safeco Financial Products, !nc. (SFP);

fluctuations in interest rates;

performance of financial markets; and

general economic and market conditions.
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Because insurance rates in some jurisdictions are subject to regulatory review and approval, our achievement of rate
increases may occur in amounts and on a time schedule different than planned, which may affect efforts to
continue to restore profitability in our Property & Casualty lines.

Overview

Safeco Corporation is a Washington corporation that has been in the insurance business since 1923. We operate
subsidiaries on a nationwide basis in segments of the insurance industry and other financial services-related
businesses. Our two principal businesses are (1) property and casualty insurance, including surety, and (2) life
insurance and asset management. These activities generated nearly all of our revenues in 2002.

Throughout this report, Safeco Corporation and its subsidiaries are referred to as “Safeco,” “we” and “our.” The
property and casualty insurance related businesses, including surety, are referred to as “Property & Casualty.” The
life insurance and asset management businesses are referred to as “Life & Investments.” All other activities,
primarily involving financing, are collectively referred to as “Corporate.” Our Property & Casualty operations
generated 75% of our consolidated revenues in 2002.

Application of Critical Accounting Policies

We have identified the accounting policies below as critical to understanding our results of operations and financial
condition. The application of these accounting policies requires management to use judgments involving
assumptions and estimates concerning future results, trends or other developments that could significantly
influence our results should actual experience differ from those assumptions and estimates. These judgments are
reviewed frequently by senior management, and an understanding of them may enhance the reader’s understanding
of our consolidated financial statements and MD&A.

Property & Casualty Loss and Loss Adjustment Expense Reserves

Safeco’s consolidated financial statements include estimated reserves for unpaid losses and related claim
settlement or loss adjustment expenses (LAE) of our Property & Casualty businesses. We record loss and LAE
reserves at each balance sheet date at management'’s best estimate of the ultimate payments that will be made to
settle all losses incurred at that date and to pay related expenses.

The process of estimating loss and LAE reserves involves significant judgment and is complex and imprecise due to
the number of variables and assumptions inherent in the estimation process. These variables include the effects on
ultimate loss payments of internal factors such as changes in claims handling practices and changes in business
mix, as well as external factors such as trends in loss costs, economic inflation, judicial trends and legislative
changes. In addition, certain claims may be paid out over many years, for example, workers compensation medical
costs for severe injuries, and there may be significant lags between the occurrence of an insured event and the time
it is actually reported to us, contributing to the variability in estimating ultimate loss payments. Variables such as
these affect the reserving process in a variety of ways and the impacts of many of these variables cannot be directly
quantified, particularly on a prospective basis.

As a result of the inherent variability in estimating reserves, we use a number of actuarial techniques to estimate
loss and LAE reserves. Standard actuarial techniques rely on the premise that historic loss experience can be used
to estimate future loss experience. However, Safeco has undergone substantial transformation since 2000,
including new product launches, changes in underwriting criteria and improvements in claim handling practices.
These actions serve to improve business performance but also affect loss trends and actuarial data. As a resuit,
Safeco has employed a more sophisticated set of actuarial technigues to assess the variables affecting loss
experience in certain lines of business and applied multiple actuarial techniques to lines with the greatest volatility.
In some cases, these actuarial techniques produce a cluster of estimates, giving management confidence that the
reserve estimate is within a relatively tight band of possible outcomes. In cther cases, however, additional
technigues produce conflicting results. Management reviews reserve indications and the assumptions underlying
them in applying the judgments necessary to determine its best estimate for Safeco’s carried reserves.

Due to the assumptions and judgments inherent in the estimation of loss and LAE reserves, actual experience may

differ from these estimates. We refine reserve estimates in an ongoing quarterly process as experience develops. We
record adjustments to reserves in our results of operations in the periods in which we change the estimate.
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Our loss and LAE reserves before reinsurance by operating segment as of December 31, 2002 are summarized
below:

DECEMBER 31 2002
Safeco Personal Insurance $1,664.8
Safeco Business Insurance 2,618.2
Surety 60.2
Property & Casualty Other 655.3

Total $4,998.5

Safeco Personal Insurance

SPI reserves of $1,664.8 at December 31, 2002 are comprised of personal auto reserves of $1,256.9 and
homeowners and specialty lines reserves of $407.9.

Personal Automobile

Personal automobile policies provide coverage for bodily injury and property damage. While loss frequencies have
been decreasing in 2002, we have assumed flattening of this trend in our reserve estimates. Variability in personal
auto reserve estimates is primarily driven by bodily injury claim severity trends (average claim costs), which reflect
inflationary trends for medical costs.

Automobile bodily injury paid loss severity on claims that closed in 2002 increased 4.4% over 2001. The incurred
severity on claims reported in 2002 increased 7.1% over 2001. Management believes that incurred severity
increases include the effects of claim department activities since 2001. These activities include focused
settlement efforts and improved case reserve measurement processes, which will serve to reduce loss severity over
time. However, until the benefits of such actions are evidenced in our loss development experience, and in view of
the uncertainties inherent in estimating the effects of medical inflation, management’s estimate of reserves for this
coverage has assumed an aggregate loss severity trend of 7%.

Other Lines

Homeowners and specialty personal lines coverages are short tailed in nature with most claims generally reported
and settled within 12 months. Reserve estimates are based on standard loss development techniques, which
produced consistent reserve estimates based on our overall experience.

Safeco Business Insurance

SBI reserves totaled $2,618.2 at December 31, 2002, comprised of workers compensation reserves of $830.5,
commercial muitiperil reserves of $516.6, commercial auto reserves of $384.2, asbestos and environmental
reserves of $196.5, construction defect reserves of $158.0, business owners policy reserves of $140.3 and all
other reserves of $392.1.

SBI has exposure to construction defect, asbestos, environmental and other toxic tort losses through the general
liability and commercial multiperil coverages it provides. These exposures and the risks they present to Safeco are
discussed in the P&C Other segment below, where the majority of the exposure resides. The remainder of the SBI
reserve discussion excludes these exposures.

For SBI, workers compensation reserves are subject to the greatest uncertainty and subjectivity in their estimation.
The key assumptions and the inherent variability in reserving for these losses are described below.
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Workers Compensation

The following table presents the loss and allocated LAE reserves before reinsurance related to voluntary and non-
voluntary workers compensation. The table excludes unallocated LAE reserves which were $21.1 as of December
31, 2002:

DECEMBER 31 2002 2001 2000
Losses and Allocated LAE Payments $ 278.7 $ 2915 $ 299.4
Reserves at End of Year, Before Reinsurance 802.4 934.2 802.8
Earned Premium : 179.8 323.7 404.5
Claims (Number of Claims)

Reported Claims in the Year 12,107 31,858 50,906
Open Claims at the End of the Year 14,914 21,670 27,281

Declining premium volumes in 2001 and 2002 are consistent with Safeco’s strategy to limit its workers
compensation writings in states where rate levels fall below Safeco’s return targets. In particular, Safeco
significantly restricted writing new workers compensation business in California beginning in the third quarter of
2002. This decline in business volume has led to lower claim activity, which has served to reduce reserves. This is
partially offset by rising loss costs.

Workers compensation claims are largely comprised of medical costs and salary/wage payments while claimants are
out of work. The payout period for these claims can be 50 years or more. Safeco’s average payout period is
generally shorter than the industry as a whole due to our historical focus on low-hazard risks.

Workers compensation reserves are subject to a greater degree of uncertainty than most reserves due to the late-
reporting nature of certain of the claims, the long-term payout period of many claims and the resulting impact of
inflationary trends over time, particularly for medical costs, and the impact of legislative actions and judicial
interpretations in establishing prescribed benefits. Currently, medical inflation trends are resulting in significant
increases to paid losses, particularly in the state of California. The rate of change in medical inflation and payment
trends may impact our estimates in future periods due to the difficulty of precisely estimating the pattern of such
trends over the claim payout pericd.

Workers compensation reserves may also be impacted by our claim practices. Since late 2001, we have placed
greater emphasis on full exposure recognition in case reserving and on settiement of long-term claims. While
management has assumed that these actions will modestly improve our ultimate loss trends, these activities impact
our claim trend data and actuarial analysis and, as a result, increase the variability in our reserve estimates.

In determining management’s best estimate for workers compensation reserves, iong-term medical cost inflation
trends over the average claim payout period represent our most significant assumption. We have assumed that
double digit medical cost inflation will continue in the near-term, moderating over time to historic levels, resulting
in a 5-6% medical loss severity trend over the life of the reserves. Our best estimate of workers compensation
reserves presents some risk of unfavorable reserve development should medical trends not abate.

Other SBI

Other SBI reserves comprise loss and LAE reserves for commercial multiperil policies, monoline property, monoline
general liability (other than construction defects, asbestos, environmental and other toxic tort claims, which are
discussed separately below), commercial automobile and commercial umbrella. These reserves are analyzed
quarterly using standard actuarial methodologies. The duration of payout for these products is relatively short, and
the loss cost trends for the shorter tailed lines have been stable to improving. These factors result in more
predictive experience for reserving than is the case for workers compensation.

Surety

Surety loss and LAE reserves totaled $60.2 at December 31, 2002. By their nature, Surety contracts produce lower
loss frequency and higher loss severity than much of Safeco’s Property & Casualty business. In addition, Surety
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claims provide substantial opportunity for subrogation and salvage the nature of which tends to vary from case to
case. As a result of the underlying nature of surety losses and the limited historical data available for analyses,
management relies on large claim analysis and individual insured exposure analysis of loss as well as subrogation
and salvage potential to determine carried reserves. Actual subrogation and salvage recoveries in the future or
changes in loss trends due to changes in the economy may affect management'’s estimate of Surety reserves.

Property & Casualty Other

P&C Other reserves totaled $655.3 at December 31, 2002 and are comprised of construction defect reserves of
$236.3, asbestos and environmental reserves of $161.5, reserves for our London operations that are in runoff of
$52.1 and other reserves of $205.4.

In the discussion that follows we have combined the SBi and P&C Other operating segment reserves for
construction defects, asbestos, environmental and other toxic tort claims. Accordingly, the tables below include
statistics for both segments.

Construction Defect Exposures
The following table presents the loss and allocated LAE reserves before reinsurance for liability coverages related to

construction defect claims. The table excludes unallocated LAE reserves which were $12.1 as of December 31,
2002:

DECEMBER 31 2002 2001 2000
Losses and Allocated LAE Payments $ 615 $ 589 $ 55.0
Reserves at End of Year, Before and After Reinsurance $ 382.2 $ 382.9 $ 322.6
Claims and Average Costs (Number of Claims and Dollars)

Number of Claims Pending at End of Year 1,700 2,200 2,300
Average Settlement Cost, including Legal Expenses $25,400 $26,800 $27,000

Safeco has exposure to construction defect losses through general liability and commercial multiperil coverages it
provides to contractors. Construction defect claims arise from alleged defective work performed in the construction
of large habitation structures, such as apartments, condominiums and large developments of single-family
dwellings or other housing. In addition to damages arising directly from the alleged defective work, construction
defect claims often aiso allege that the economic value of the structure has been diminished. The majority of
Safeco’s losses have been concentrated in a limited number of states, including California, and Safeco has taken a
number of underwriting actions to mitigate this exposure. Prior to the acquisition of American States, we avoided
writing the construction class of business in California and ceased writing these coverages in 1989. American
States was a major writer of California contractor business until 1994 when it implemented significant restrictions
in this line.

The process of estimating reserves for these claims involves subjectivity different than our other lines due to the
changing legal and regulatory environment, including statutes of limitations in filing these claims and the impact of
diminished value claims. In addition, estimates are more subjective due to the involvement of muitipie plaintiffs,
defendants and insurers and the potentially long period of time between the accident date and the date the claim is
reported.

Because of the underlying nature of the claims and the difficulty inherent in determining fault in alleged
construction defect claims, Safeco has established a separate claims handling and adjudication function to address
these claims. As a part of this claims handling and adjudication function, Safeco has developed expertise in
internal counsel, and has established relationships, particularly in California, with external legal counsel
specializing in construction defect claims allowing us to vigorously defend our coverage position.

Safeco estimates its ultimate liability for construction defects using techniques developed specifically for this
purpose. This includes estimation of future claim reporting and the average value of each claim and includes
adjustments for changes in coverage interpretations, changes in regulation and judicial rulings, and changes in
plaintiff attorney involvement. As the table above indicates, claim inventories for construction defect have decreased
steadily over the last two years, annualized at -14% per year. Management's reserve estimate assumes that the
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inventory will continue to decrease, but at a slower rate, because management anticipates the continued expansion
of construction defect claims outside of California and because of the erosion of statutes of limitations for loss
reporting in certain jurisdictions. Management's estimate also contemplates a modest ability for Safeco’s claims
handling and adjudication function to reduce construction defect loss severity, consistent with recent experience.

Asbestos

The foliowing table presents the loss and allocated LAE reserves before reinsurance for liability coverages related to
asbestos claims. The table excludes unallocated LAE reserves which were $8.8 as of December 31, 2002 for
asbestos and environmental combined.

DECEMBER 31 2002 2001 2000
Losses and Allocated LAE Payments $ 213 $ 130 $ 68
Reserves at End of Year, Before Reinsurance $ 150.8 $ 141.2 $ 103.1
Reserves at End of Year, Net of Reinsurance $ 133.9 $ 132.3 $ 915
Three Year Survival Ratio, Gross * 11.1 15.8 17.2
Three Year Survival Ratio, Net * 13.8 16.3 16.9
Claims and Average Costs (number of claims and dollars, net of reinsurance)

Number of Claims Pending at End of Year 2,224 1,970 2,112
Average Paid per Closed Claim $28,465 $19,166 n/a
Average Case Reserve per Open Claim $28,348 $21,109 $20,534

n/a - not available

* The three year survival ratio is calculated by dividing reserves at end of year by average annual payments for the three years then ended.

The majority of Safeco's asbestos liability exposure (approximately 70% of asbestos reserves) relates to the
discontinued assumed reinsurance operations of American States. This exposure relates primarily to reinsurance of
excess coverage. Safeco also has exposure to syndicates and pools due to its historical writings, which resulted in
increased paid activity during 2002 and may result in additional development in future periods. Our reserves for
pools reflect the reserve estimates provided by the pool’s independent actuaries. The loss experience of our
assumed reinsurance operations follows the general industry trend.

Safeco’s direct exposure (approximately 30% of asbestos reserves) to asbestos liabilities primarily relates to the
expansion of defendants to include smaller and more peripheral entities. Safeco’s exposure to the major high profile
asbestos defendants is limited as a result of our historic business strategy, which generally avoided writing direct
coverages for larger companies. Safeco has no direct exposure to businesses or claims that are the subject of
settlement agreements.

The process of estimating reserves for asbestos claims involves greater subjectivity than other claims. Past claim
experience may not be representative of future claim experience due to a general lack of sufficiently detailed data,
the risk inherent in major litigation, diverging legal interpretations, regulatory actions, the recent proliferation of
bankruptcy proceedings, the extent to which non-impaired claimants can be precluded from making claims, the
efforts by insureds to obtain coverage not subject to aggregate limits, and other factors. Changes in these factors,
particularly in the overall legal environment and the proliferation of these claims to peripheral defendants, could
result in future claims significantly different from those currently predicted. Also, some asbestos-related claims are
subject to non-product liability coverage rather than product liability coverage, and the non-product liability
coverage may not be subject to policy aggregate limits.

Policyholders that have active asbestos claims are identified below in two separate groups based on their perceived
level of exposure. Policyholders are defined as Large Asbestos Accounts if their cumulative loss payments as of
December 31, 2002 exceeded $100,000. The remaining policyholders are defined as Small Asbestos Accounts.

Unassigned IBNR represents 52.9% of Safeco’s net asbestos reserves as of December 31, 2002.
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The table below provides details on the breakdown of our policyholders by exposure category net of reinsurance as
of December 31, 2002:

Net % of
Number of 2002 Asbestos Asbestos
Policyholders Net Paid Reserves Reserves
Assumed Reinsurance and Pools — $ 6.7 $ 40.1 29.9%
Policyholders with Active Claims
Large Asbestos Accounts 12 2.2 14.5 10.8
Small Asbestos Accounts 87 2.0 8.4 6.4
Total Policyholders with Active Claims 99 4.2 22.9 17.2
Policyholders with Settlement Agreements — — — —
Unassigned IBNR — — 70.9 52.9
Total 99 $10.9 $133.9 100.0%

Based on the unique nature of asbestos claims, Safeco has established separate claims handling functions to
address asbestos claims, separately for direct claims and assumed reinsurance claims. Our estimated asbestos
reserves are based on consideration of the current state of the applicable law and coverage litigation.

Actuarial estimates include ground up analysis based on a sampling of claims. While Safeco’s level of asbestos
payments has remained steady over the last two years (excluding pools and syndicates), management’s estimate
assumes emerging unfavorable industry trends will begin to impact Safeco’s discontinued assumed reinsurance
operations within the next two years and subsequently produce industry-like loss patterns. Our analysis also
assumes that future claims will have severities similar to past Safeco experience.

Environmental
The following table presents the loss and allocated LAE reserves before reinsurance for liability coverages related to

environmental and other toxic tort claims. The table excludes unallocated LAE reserves which were $8.8 as of year
end 2002 for ashestos and environmental combined:

DECEMBER 31 2002 2001 2000
Losses and Allocated LAE Payments $ 125 $ 135 $ 19.7
Reserves at End of Year, Before Reinsurance $ 1984 $ 1995 $ 2124
Reserves at End of Year, Net of Reinsurance $ 183.2 $ 188.6 $ 195.1
Three Year Survival Ratio, Gross 13.0 12.4 12.9
Three Year Survival Ratio, Net 13.1 12.5 12.4
Claims and Average Costs (number of claims and dollars, net of reinsurance)

Number of Claims Pending at End of Year 3,098 2,867 3,366
Average Paid per Closed Claim $18,312 $10,185 n/a
Average Case Reserve per Open Claim $17,756 $19,295 $16,468

n/a - not available

Safeco’s environmental claims arise from the discontinued assumed reinsurance operations of American States and
from the commercial general liability line written on a direct basis. Safeco generally avoided writing coverages for
targer companies with substantial exposures in these areas. As a consequence, Safeco's environmental claims tend
to be of small relative average size.

Unassigned IBNR represents $128.2 of the $183.2 of reserves, or 70.0% of reserves as of December 31, 2002.

Safeco's estimated environmental and other toxic tort reserves are based on consideration of the current state of the
applicable law and coverage litigation. Actuarial estimates of these ultimate liabilities are subject to greater than
normal variability. Reasons for this include, but are not limited to, a general lack of sufficiently detailed data,
expansion of the population being held responsible for these exposures, and significant unresolved legal issues
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including such issues as the existence of coverage, the definition of ultimate damages, and the final allocation of
such damages to financially responsible parties.

Since Safeco’s environmental claims are relatively small in size, this exposure does not lend itself to ground up
analysis. The data is too volatile and too sparse to place sole reliance on standard actuarial techniques. As a
consequence, management relies upon analysis of claim statistics and trends, together with directional trends in
survival ratios, to estimate the carried reserves.

Property & Casualty Reinsurance

We use treaty and facultative reinsurance in managing our exposure to potential losses for Property & Casualty.
Reinsurance recoverables related to unpaid losses resulting from these operations were $411.6 at December 31,
2002. Because the amount of the reinsurance recoverable can vary depending on the loss activity before
reinsurance is applied, the exact amount of the reinsurance recoverables is not known until all losses are settled.

To estimate reinsurance recoverables, we examine individual estimates of large losses subject to reinsurance
treaties or facultative arrangements. Using the reinsurance contracts in place we estimate reinsurance recoverable
amounts for specific claims as well as for lines of business. This analysis includes the examination of past
reinsurance recoverables, the examination of actuarial data with and without reinsurance recoverables, as well as
actuarial analysis of loss development above and below relevant retention levels. We also examine historical
collection experience, recoverables associated with individual reinsurers (including our largest exposures as well as
our lower rated reinsurers), and recoverables concentrated around any particular issue (for example; a large loss, a
catastrophe, or an emerging claim issue) to assure our recoverables are collectible. Our estimated allowance for
uncollectible reinsurance at December 31, 2002 was $12.5.

Valuation of Investments

We currently classify alt of our fixed maturity and equity securities as available-for-sale and, accordingly, carry them
at fair value. Fixed maturity securities include bonds, mortgage-backed securities and redeemable preferred stock.
Equity securities include common stock and non-redeemable preferred stock.

We analyze all investments with a fair value below cost as of each quarterly reporting date to determine if an other
than temporary decline in value has occurred. The determination of whether a decline is other than temporary is
made based on the relevant facts and circumstances related to the security. These considerations inciude: (1) the
length of time and the extent to which the fair value has been less than cost; (2) the financial condition and near-
term prospects of the issuer, including any specific events that influence the operations of the issuer or that affect
its future earnings potential; (3) our intent and ability to retain the investment for a period of time sufficient to
allow for a recovery in value; (4) a review of any downgrades of the security by a rating agency; and (5) any
reduction or elimination of dividends or non-payment of scheduled interest payments. Determining what constitutes
an other than temporary decline involves judgment. Declines in fair value below cost not considered other than
temporary in the current period could be considered other than temporary in a future period and reduce earnings to
the extent of the impairment.

Fair value amounts for financial instruments are determined using available third-party market information. When
such information is not available, the fair value amounts are determined using appropriate valuation methodologies
including discounted cash flows and market prices of comparable instruments. Our investment portfolio includes
$314.8 of fixed maturities that are not publicly traded. When third-party market information is not available, fair
values for these securities have been estimated using quoted market prices of comparable instruments based on
industry sector, credit quality and maturity and/or internally prepared valuations using third-party modeling tools,
which also typically use comparable-instrument pricing techniques based on industry sector, credit quality and
maturity. Judgment is required in developing certain of these estimates of fair value and the estimates may not
represent amounts at December 31, 2002 that would be realized in a current market exchange.

Safeco's investment portfolio includes $21.1 of equity securities that are not publicly traded. Values for these
securities are primarily determined using independent pricing sources.

SFP activities are not designated as hedging activities for purposes of SFAS 133. Changes in the fair values of

these instruments and any net realized investment gain or loss are recognized as net realized investment gains
(losses) in the Consolidated Statements of Income (Loss).
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Strategic Initiatives Affecting the Comparability of Results of Operations

Following Safeco’s expansion in the mid 1990’s into the large commercial account and specialty program business,
as well as the 1997 acquisition of American States, Safeco’s net income declined from 1998 to 2001. During that
period, our stock price underperformed both the S&P 500 Index and the S&P Insurance Index. In 2000, Safeco’s
board of directors determined that it was necessary to conduct an overall review of our business to determine how
to improve profitability. In January 2001, the board of directors hired Michael S. McGavick as Chief Executive
Officer and President to redirect our operations. Upon joining, Mr. McGavick undertook a focused review to address
our poor Property & Casualty profitability and to develop a strategic direction for Safeco. This review resulted in
actions focused on addressing the following priorities: (1) ensure the success of the recovery plan for our Property &
Casualty operations; (2) analyze and reduce expenses; (3) strengthen our financial position; and (4) invest in our
employees. Actions taken to achieve these goals began promptly in 2001 and were substantially completed by the
end of 2001.

To assure the success of our recovery plan for our core lines, we refocused our core strengths in personal auto,
small-to-medium commercial insurance, and life insurance and asset management. Several actions were taken with
respect to Property & Casualty operations inciuding: increasing rates and re-underwriting across all lines of
business; terminating relationships with underperforming agents; and exiting lines of business not core to our
strategy and expertise. In a rigorous company-wide effort to reduce expenses, we implemented a plan to consolidate
regional offices and reduce employment in our Property & Casualty operations and corporate headquarters. To
strengthen our financial position, in 2001 we reduced our quarterly dividend by 50% and sold Safeco Credit,
reinvesting the proceeds in our Property & Casualty business. In the third quarter of 2001, we strengthened
property and casualty reserves by $240.0 on a pretax basis, reflecting developments in prior year losses primarily
from workers compensation, construction defect, asbestos and environmental claims. We recognized goodwill write-
downs of $1,214.1 pretax. We invested in our employees primarily by introducing a performance-based
compensation system based on the achievement of specific goals linked directly to our business plans and by
developing a diversity program to prepare us to increase workforce effectiveness and to better compete in today’s
business world.

During 2002, we took additional actions that continue in 2003 to reshape our business into a more profitable
enterprise positioned for growth. These actions include: (1) improving sales growth through independent agents;
(2) improving service and claims handling by reducing errors and improving our processes; (3) driving execution
through enhanced metrics and measurement practices; and (4) continuing investment in our employees. Our 2002
results improved significantly as a result of these and prior actions discussed above, as well as favorable industry
conditions and mild weather in 2002,
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Results of Operations

The following table presents summary consolidated financial information for the years indicated.

YEAR ENDED DECEMBER 31 2002 2001 2000
Property & Casuaity Earned Premiums $4,521.3 $4,472.8 $4,563.4
Life & Investments Premiums and Other Revenues 778.3 637.0 618.2
Net Investment Income 1,672.3 1,649.3 1,633.5
Net Realized Investment Gains 82.5 93.0 1395
Other Revenues 10.7 10.4 20,5
Total Revenues 7,065.1 6,862.5 6,975.1
Losses, LAE and Policy Benefits 4,685.5 5,199.1 4,987.6
Underwriting, Acquisition and Operating Expenses 1,834.5 1,752.6 1,774.9
Interest Expense 60.8 65.7 73.2
Goodwill Write-off — 1,214.1 —
Restructuring Charges 21.8 44.3 —
Total Expenses 6,602.6 8,275.8 6,835.7
Income (Loss) from Continuing Operations Before Income Taxes, Distributions

on Capital Securities and Change in Accounting Principle 462.5 (1,413.3) 139.4
Provision (Benefit) for Income Taxes 116.6 (412.8) (7.3)
Distribution on Capital Securities, Net of Taxes (44.8) (44.8) (44.8)
Income from Discontinued Operations, Net of Taxes — 4.2 12.7
Gain from Sale of Credit Operations, Net of Taxes —_ 54.0 —
Cumulative Effect of Change in Accounting Principle, Net of Taxes — (2.1) —
Net Income (Loss) $ 30L.1 $ (989.2) $ 1146

Consolidated revenues increased 3% to $7,065.1 during 2002 compared to consolidated revenues of $6,862.5 in
2001 and $6,975.1 in 2000. The growth in 2002 reflects overall increases in Property & Casualty earned
premiums, Life & Investments premiums and other revenues and net investment income. The slight increase in
Property & Casualty earned premiums was driven by targeted growth in selected markets and premium rate
increases across all lines of business. Life & Investments premiums and other revenues increased 22% in 2002
primarily due to the acquisition of Swiss Re’s stop-loss medical business. The increase in net investment income
was primarily due to improved cash flows in Property & Casualty operations, repositioning of the Property & Casualty
investment portfolio, and a higher invested asset base in Life & Investments, offset in part by lower yields due to
declining interest rates. Consolidated revenues in 2001 decreased 1.6% in comparison to the $6,975.1 of
revenues in 2000, primarily from a decline in Property & Casualty earned premiums of 2% as a result of our re-
underwriting efforts, which included non-renewing under-priced risks and reducing under-performing and
unprofitable lines. This decrease was partially offset by growth in Life & Investments’ revenues driven by premium
rate increases and an increase in investment income.

Revenues also were impacted by net realized pretax investment gains of $82.5, $93.0 and $139.5 in 2002, 2001
and 2000, respectively. Included in net realized investment gains were impairment charges of $258.5, $126.8 and
$35.7 in 2002, 2001 and 2000, respectively. The higher impairment losses in 2002 and 2001 reflect credit
deterioration and failures of certain corporations in which we have invested.

Consolidated net income was $301.1 in 2002, compared to a net loss of $989.2 in 2001 and net income of
$114.6 in 2000. The increase in consolidated net income in 2002 over our loss in 2001 was driven primarily by
improved underwriting results within the Property & Casualty operations, increased earnings in Life & Investments
and certain significant charges in 2001. These 2001 charges consisted principally of a goodwill write-off of $925.5
($1,214.1 pretax), third quarter 2001 property and casualty reserve strengthening of $156.0 ($240.0 pretax) and
restructuring charges of $28.8 ($44.3 pretax). These charges were also the primary contributors to the $989.2 net
loss incurred in 2001 compared to net income of $114.6 in 2000.

Segment resuits

In the following sections of MD&A, we discuss the results from operations of each of our reportable segments.
Safeco’s management measures segment profit or loss for its Property & Casualty businesses primarily based upon
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underwriting results. Underwriting results (profit or loss) represent the net amount of earned premium less
underwriting losses and expenses on a pretax basis. Management views underwriting results as a critical measure to
assess the effectiveness of the underwriting of the Property & Casualty operations and to evaluate the results of
these business units. The related investment portfolio is managed separately from these underwriting businesses
and, accordingly, net investment income and net realized investment gains and losses are discussed separately.

Life & Investments results are evaluated based on pretax operating earnings, which excludes net realized
investment gains and losses and unusual or non-recurring events or transactions. Management believes the
presentation of segment pretax operating earnings enhances the understanding of our results of operations by
highlighting earnings attributable to the normal, recurring operations of the business.

Underwriting results and segment pretax operating earnings are not a substitute for net income determined in
accordance with accounting principles generally accepted in the United States (GAAP).

We have provided the following table to facilitate the reconciliation of our segment measures to our GAAP results,
specifically the line caption “Income (Loss) from Continuing Operations before Income Taxes, Distributions on
Capital Securities and Change in Accounting Principle” of our GAAP Consolidated Statements of Income (Loss).

YEAR ENDED DECEMBER 31 2002 2001 2000
Property & Casualty $ 485.8 $(1,461.5) $ 49.0
Life & Investments 23.9 126.1 152.3
Corporate (117.2) (77.9) (61.9)
Income (Loss) from Continuing Operations before Income Taxes, Distributions on

Capital Securities and Change in Accounting Principle $ 462.5 $(1,413.3) $139.4

Property & Casualty - Results of Operations

Safeco’s Property & Casualty operations are organized around our four operating segments, Safeco Personal
Insurance (SPI), Safeco Business Insurance (SBI), Surety and Property & Casualty Other (P&C Other). Within SPI
there are three reportable segments, Auto, Homeowners and Specialty. Within SBI the three reportable segments
are Regular, Special Accounts Facility and Runoff.
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Property & Casualty Operating Statistics

The following three tables for Property & Casualty reflect: (1) net earned premiums by segment; (2) underwriting
profit (loss) by segment and (3) combined ratios by segment.

Net Earned Premiums

YEAR ENDED DECEMBER 31 2002 2001 2000
Personal Auto $1,247.1 $1,767.4 $1,723.6
Homeowners 757.4 740.6 729.8
Specialty 203.1 201.6 186.7

SPI Total 2,907.6 2,709.6 2,640.1
Regular 1,014.1 1,033.0 1,171.7
Special Accounts Facility 276.0 128.1 111.6
Runoff 170.9 482.3 555.4

SBI Total 1,461.0 1,643.4 1,838.7
Surety 126.3 95.6 61.6
P&C Other 26.4 24,2 23.0
Total Property & Casualty Operations $4,521.3 $4,472.8 $4,563.4

Underwriting Profit (Loss)

YEAR ENDED DECEMBER 31 2002 2001 2000
Personal Auto $ (44.4) $ (80.5) $ (123.0)
Homeowners (37.2) (205.6) (116.7)
Specialty 28.9 3.9 18.2
SP) Total (52.7) (282.2) (221.5)
Regular (51.7) (163.2) (110.6}
Special Accounts Facility 17.8 3.9 5.7
Runoff (107.5) (279.6) (162.3)
SBI Total (141.4) (438.9) (267.2)
Surety 17.6 2.4 11.7
P&C Other . (63.1) (118.8) (44.9)
Total Underwriting Loss (239.6) (837.5) (521.9)
Net [nvestment Income 460.0 457.7 460.5
Goodwill Amortization — (11.0) (44.0)
Goodwill Write-off — (1,165.2) —
Restructuring Charges (21.8) (44.3) —
Net Realized Investment Gains 287.2 138.8 154.4
Income (Loss) from Continuing Operations before Income Taxes, Distributions
on Capital Securities and Change in Accounting Principle $ 485.8 $(1,461.5) $ 49.0

Combined Ratios +

YEAR ENDED DECEMBER 31 2002 2001 2000
Personal Auto 102.3% 104.6% 107.1%
Homeowners 104.9 127.8 116.0
Specialty 85.8 98.0 90.3
SPi Total 102.3 110.3 108.5
Regular 105.1 115.8 109.4
Special Accounts Facility 93.5 96.9 94.8
Runoff 162.9 158.0 129.3
SBI Total 109.7 126.7 114.5
Surety 86.0 97.5 81.0
P&C Other * * *
Total Property & Casualty Operations 105.3% 118.7% 111.4%

* Not meaningful
+ Combined ratios are GAAP basis and are calculated on losses and expenses expressed as a percentage of earned premiums.
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Personal Insurance — Auto

* YEAR ENDED DECEMBER 31 2002 2001 2000
Net Earned Premiums $1,847.1 $1,767.4 $1,723.6
Underwriting Loss (44.4) (80.5) (123.0)
Combined Ratio 102.3% 104.6% 107.1%

Net earned premiums increased $179.7 or 10.2% in 2002 to $1,947.1, compared to net earned premiums of
$1,767.4 in 2001, which was an increase of 2.5% over 2000. The growth in premiums in 2002 reflects actions
taken in 2002 and 2001 to increase rates, as well as growth in overall auto policies in force (PIF) in 2002. Average
personal auto rates increased 7%, 9% and 6% in 2002, 2001 and 2000, respectively, and we plan to implement
mid single-digit rate increases in 2003. PIF increased 8% at December 31, 2002 compared to a year ago as a
result of significant new business production and stable retentions.

The growth in PIF and premiums in 2002 was impacted by three strategic initiatives: the introduction of our new
auto insurance product, the new business entry model using point-of-sale technology (POS) and increased
commissions on new business effective January 1, 2002.

The new auto insurance product contains additional underwriting tiers to provide both more refined price points
based on risk and to make insurance available to a broader range of drivers. This new auto product has been
introduced in 22 states through December 31, 2002 and is expected to be available in all states where we
currently write business by the end of 2003. This new product also expands the use of automated underwriting
techniques, which use multiple variants to classify auto insurance risks into tiers.

In early 2002, we also implemented improved POS technology in our agents' offices, making it easier for them to
write business with Safeco. This technology allows agents to quote policies more quickly and makes it easier for our
agents to sell Safeco products.

Our new commission structure increased commissions on new auto policies significantly for the first six-month
policy period and revised the bonus commission structure to align our bonus incentives to agents with both our
growth and profitability goals.

The increased premiums in 2001 resulted from the rate increases described above, which were partially offset by a
PIF decrease in 2001. The decrease in PIF reflected decreasing retentions during 2001 driven by the tightening of
underwriting standards and the cancellation of contracts with agencies producing unprofitable business.

Our 2002 underwriting loss of $44.4 improved $36.1 over our 2001 underwriting less of $80.5, which improved
$42.5 over our underwriting loss of $123.0 in 2000. Our improved underwriting results in both 2002 and 2001
reflect the growth in premium rates and our expanded use of automated underwriting techniques which, along with
stricter underwriting standards, resulted in better matching of rates with risk.

The improvements in our underwriting results also contributed to our improved combined ratio and particularly the
loss ratio component. Our loss ratio steadily improved to 65.9% in 2002 from 68.8% in 2001 and 72.5% in
2000. The loss ratio improvement continued throughout 2002 reflecting the underwriting actions described above,
particularly the average rate increases and the new insurance scoring model. The loss ratio improvements were
partially offset by increased LAE resulting from increased training costs for claims personnel and higher
underwriting expenses resulting from the increased commissions previously described.

The POS technology initiative, new product introduction, rate increases, stricter underwriting standards and
increased agent commissions on new auto business are all expected to continue to contribute to improved
profitability and policy growth in this line of business.

Personal Insurance — Homeowners

YEAR ENDED DECEMBER 31 2002 2001 2000
Net Earned Premiums $757.4 $740.6 $729.8
Underwriting Loss (37.2) (205.6) (116.7)
Combined Ratio 104.9% 127.8% 116.0%
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Net earned premiums increased $16.8 or 2.3% in 2002 to $757.4, compared to net earned premiums of $740.6
in 2001, which was an increase of 1.5% over 2000. The increase in net earned premiums in 2002 reflects the
efforts in 2002 and 2001 to significantly increase average renewal premiums in order to reduce losses in this
product line. Average homeowners rates increased 14%, 12% and 6% in 2002, 2001 and 2000, respectively, and
we expect comparable increases for 2003. The impact of increasing rates was largely offset by a decrease of 8% in
PIF at December 31, 2002 in comparison to a year ago due to tightening of underwriting standards. The tightening
of underwriting standards and higher rates decreased 2002 new business production, although we experienced
stable retention rates in comparison to the prior year. Net earned premiums increased slightly during 2001 as rate
increases began to take hold. Homeowners PIF remained stable in 2001 compared to 2000.

The increased earned premiums in 2002 and 2001 reflect the continued execution of the strategy implemented in
2001 for the turnaround of Homeowners. This strategy includes raising prices and reducing monoline homeowners
commissions to improve underwriting results. We also will continue to decrease the amount of homeowners
insurance written in states where we cannot achieve profitability. Currently, we have moratoriums on writing new
business in ten states. Moratoriums will be lifted in these states as we secure approval to implement changes to
move this product toward profitability. In addition, Safeco is introducing new language into homeowners policies
sold in storm-prone Midwest states, which requires individuals to pay a deductible of 1 percent of their home's
vatue before insurance coverage on repair costs for wind and hail damage. We are also in the process of filing limits
on mold damages to $5,000 or $10,000, including remediation, in all states where limits on mold coverage are
allowed.

in the first quarter of 2002, we launched a new tiered pricing structure for homeowners that more accurately prices
business based on risk characteristics. This approach, which matches rates more closely to risks, is currently in
place in 22 states, and we expect to have it in place across the country by the end of 2003.

The underwriting loss for Homeowners of $37.2 improved by $168.4 over our 2001 underwriting loss of $205.6,
which grew by $88.9 over our 2000 underwriting loss. The combined ratio improved to 104.9% in 2002 compared
to 127.8% in 2001. Improvements in 2002 were due to significantly lower catastrophe losses and milder-than-
anticipated weather conditions during 2002 compared to 2001 and the impact of continued rate increases.
Homeowners catastrophe losses were $54.3 in 2002 compared to $145.0 in 2001. The underwriting loss in 2001
increased $88.9 over 2000, and the combined ratio increased correspondingly to 127.8% in 2001 from 116.0%
in 2000. The increased underwriting loss in 2001 resulted from the significant catastrophe losses of $145.0 in
2001, which included $60.0 for a single catastrophe storm in St. Louis, in comparison to catastrophe losses of
$86.0 in 2000.

Personal Insurance — Specialty

YEAR ENDED DECEMBER 31 2002 2001 2000
Net Earned Premiums $203.1 $201.6 $186.7
Underwriting Profit 28.9 3.9 18.2
Combined Ratio 85.8% 98.0% 90.3%

Specialty lines include earthquake, dwelling fire, inland marine and boat insurance for individuals.

Net earned premiums increased $1.5 or 0.7% in 2002 to $203.1, compared to net earned premiums of $201.6 in
2001 and $186.7 in 2000. Net earned premiums increased slightly during 2002 due to average rate increases of
6%, offset by a slight reduction to PIF. The PIF reduction in 2002 reflected a decrease in new business production
and stable retention rates. Net earned premiums increased 8.0% in 2001 due to increased rates and the impact of
a change to the personal umbrella reinsurance treaty. We purchase a 10% quota share for the first $2.0 of each
event and 100% quota share for the next $8.0. With the previous treaty, we ceded 10% of the first $1.0 of each
event and 100% of the next $9.0. This change resulted in an increase in net earned premiums of $11.9 in 2001.

Our 2002 underwriting profit of $28.9 improved $25.0, compared to the 2001 underwriting profit of $3.9, which

compares to the 2000 underwriting profit of $18.2. The combined ratio improved to 85.8% in 2002, compared to
98.0% in 2001 and 20.3% in 2000. The improved underwriting profit and combined ratio in 2002 in comparison
to 2001 related to the rate increases described above and $2.3 of losses from the Seattle earthquake that occurred
in February 2001. Results in 2002 also benefited from a reduction in personal umbreila loss costs.
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The 2001 underwriting profit decreased $14.3 in comparison to 2000 due to the Seattle earthquake losses, and
several large losses.

SBI — Regular

YEAR ENDED DECEMBER 31 2002 2001 2000
Net Earned Premiums $1,014.1 $1,033.0 $1,171.7
Underwriting Loss (51.7) (163.2) (110.6)
Combined Ratio 105.1% 115.8% 109.4%

SBI - Regular is our core commercial segment writing commercial lines insurance for small-to-medium sized
businesses.

Net earned premiums decreased $18.9 or 1.8% in 2002 to $1,014.1, compared to net earned premiums of
$1,033.0 in 2001, which was a decrease of $138.7 compared to 2000. The decreases reflect the aggressive
actions taken in 2001 to re-underwrite existing business, apply stricter underwriting standards and increase rates.
SBI - Regular’s average insurance prices increased 15% in 2002 and 12% in 2001, and we expect comparable
increases in 2003. The impact of rate increases in 2002 and 2001 were offset by a decrease in PIF of 8.9% in
2002 compared to 2001 and 15% in 2001 compared to 2000. The decrease in PIF in 2002 reflects the re-
underwriting of existing business, offset in part by an increase in new business production. New business
production was up approximately 14% for 2002 while retentions improved marginally during the year. During
2001, retentions decreased slightly and new business production was limited due to the underwriting actions
previously described.

SBI - Regular is introducing a redesigned business model to support sales growth, deliver pricing more accurately
matched to risk characteristics and improve customer service. The suite of services being introduced includes an
automated underwriting platform, a business service center and a new business agency interface system. The
underwriting platform and service center were launched during the first and second quarters of 2002 and the new
business agency interface module was launched in the fourth quarter of 2002. The new underwriting approach
provides an increased number of pricing tiers and better matching of rate to risk. SBI — Regular also continues to
restrict writing new workers compensation policies, particularly in the state of California.

Our 2002 underwriting loss of $51.7 improved $111.5 over our underwriting loss of $163.2 in 2001, which
compared to an underwriting loss of $110.6 in 2000. Similarly, the combined ratio improved to 105.1% in 2002,
compared to 115.8% in 2001 and 109.4% in 2000. The improvement in underwriting loss and combined ratio
during 2002 was due to the underwriting actions described above and the impact of reserve strengthening of $65.0
in the third quarter of 2001, as well as lower claim costs from catastrophe and weather losses. Catastrophe losses
decreased $20.0 in 2002, to $11.7 from $31.7 in 2001, and weather-related losses decreased $26.7 in 2002, to
$14.2 in comparison to $40.9 in 2001. Our 2001 underwriting loss of $163.2 increased $52.6 in comparison to
2000 due primarily to the impact of the reserve strengthening previously described. The impact of the reserve
strengthening in 2001 was partially offset by the underwriting actions and rate increases that began in 2001.

SBI - Special Accounts Facility

YEAR ENDED DECEMBER 31 2002 2001 2000
Net Earned Premiums $276.0 $128.1 $111.6
Underwriting Profit 17.8 39 5.7
Combined Ratio 23.5% 96.9% 94.8%

SB! - Special Accounts Facility writes larger commercial accounts for our key Safeco agents and our four continuing
specialty commercial programs (lender-placed property insurance, agents’ errors and omissions insurance written
predominantly for Safeco agents, mini storage and warehouse property coverages, and coverages for non-profit
social service organizations).

Net earned premiums increased $147.9 or 115.5% in 2002 to $276.0, compared to net earned premiums of

$128.1 in 2001, which was an increase of $16.5 over 2000. Net earned premiums were impacted in 2002 by the
consolidation of the results for all of our business insurance products. As each existing Safeco large account
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commercial policy comes up for renewal (reported in SBI - Runoff), a decision is made by SBI — Special Accounts
Facility to renew or not. If it is renewed it becomes part of SBI — Special Accounts Facility, otherwise underwriting
results associated with the discontinued account remain in SBI — Runoff. This transfer of business from SBI -
Runoff to SBI - Special Accounts Facility resulted in an increase of $71.0 to net earned premiums in 2002 as
certain policies reported in SBI — Runoff in 2001 were renewed into SBI - Special Accounts Facility. Net earned
premiums in 2002 and 2001 also increased due to the acquisition of a lender placed property business from ACE,
Limited (ACE) in September 2001. This acquisition drove additiona! earned premiums of $57.7 in 2002 and $5.6
in 2001. Increases to net earned premiums in 2002 and 2001 were impacted by rate increases in 2002 and 2001
as well.

Our 2002 underwriting profit of $17.8 improved $13.9 over our 2001 underwriting profit of $3.9, which decreased
stightly from the underwriting profit of $5.7 in 2000. SBI - Special Accounts Facility took aggressive actions in
2001 to re-underwrite existing business, apply stricter underwriting standards and increase rates. These actions
drove the underwriting improvements in the 2002 underwriting profit and the combined ratio, which were also
impacted by increased profits from the acquired lender-placed property business.

SB! - Runoff

YEAR ENDED DECEMBER 31 2002 2001 2000
Net Earned Premiums $170.9 $ 482.3 $ 555.4
Underwriting Loss (107.5) (279.6) (162.3)
Combined Ratio 162.9% 158.0% 129.3%

SBI - Runoff includes large commercial business accounts in runoff and 15 specialty programs that Safeco is
exiting. We continue to run off poor-performing large accounts and have established programs to focus on growth in
the core small-to-medium commercial business market as reflected in SBI - Regular.

Net earned premiums decreased $311.4 or 64.6% in 2002 to $170.9, compared to nhet earned premiums of
$482.3 in 2001, which was a decrease of 13.2% from 2000. The decrease in net earned premiums in 2002
compared to 2001 and in 2001 compared to 2000 reflect the actions taken to exit this unprofitable business. In
particular, the workers compensation line continues to be unprofitable. As previously described, the runoff business
that we are not exiting is reflected in the results for SBI — Special Accounts Facility from the time that the policies
are renewed.

Our 2002 underwriting loss of $107.5 improved $172.1 over our 2001 underwriting loss of $279.6, which
increased from an underwriting loss of $162.3 in 2000. The decrease in the underwriting loss in 2002 reflects the
reduction of business volume as insurance policies are not renewed, as reflected by the decrease in net earned
premiums previously described. The 2001 underwriting loss includes the impact of third quarter loss reserves
strengthening of $90.0.

The combined ratio increased to 162.9% in 2002 from 158.0% in 2001, which compares to 129.3% in 2000.
The combined ratios for SBI — Runoff increased in 2002 and 2001 due to the impact of the significant decrease in
earned premiums in those years. The decreasing earned premiums makes the analysis of combined ratio less
meaningful for this line as the business is run off.

We expect earned premiums to decrease dramatically in 2003 with minimal earned premiums after the third
quarter of 2003.

Surety

YEAR ENDED DECEMBER 31 2002 2001 2000
Net Earned Premiums $126.3 $95.6 $61.6
Underwriting Profit 17.6 2.4 11.7
Combined Ratio 86.0% 97.5% 81.0%

Surety net earned premiums increased $30.7 or 32.1% in 2002 to $126.3, compared to net earned premiums of
$95.6 in 2001, which was an increase from $61.6 in 2000. The increase in net earned premiums in 2002
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partially reflects the impact of new business production and rate increases, which we expect to continue into 2003.
In addition, a change in Surety’s reinsurance treaty in February 2001, fo an excess of loss cover from a 50% quota
share, lowered ceded premiums and increased net earned premiums in 2002 and 2001. The excess of loss treaty
provides reinsurance coverage for 88% of $85.0 in excess of $15.0 retention for each loss, and includes one
reinstatement premium should a second loss exceed our retention.

Surety underwriting profit of $17.6 improved $15.2 over our 2001 underwriting profit of $2.4, which decreased
from $11.7 in 2000. The increase in the underwriting profit in 2002 over 2001 reflects the impact of the $18.0
loss recognized in the fourth quarter of 2001 related to the bankruptcy of Enron, a large energy company. Surety
issued advance pay and payment guaranty bonds for Enron totaling $193.5. The initial estimated loss recorded in
2001 was $59.5 gross of reinsurance and $18.0 net of reinsurance. On January 2, 2003, we entered into a
settlement with JP Morgan to end the litigation involving these bonds. The terms of the settlement did not result in
a material change to our net recorded loss, and we do not anticipate incurring any further charges related to this
loss. The 2001 underwriting profit was impacted by the Enron loss and the underwriting profit in 2002 was
impacted by higher contract and commercial bond losses in the second half of the year, due in part to the slowing
national economy.

Property & Casualty Other

YEAR ENDED DECEMBER 31 2002 2001 2000
Net Earned Premiums $26.4 $ 24.2 $23.0
Underwriting Loss (63.1) (118.8) (44.9)

P&C Other includes our discontinued assumed reinsurance business, our involuntary-assigned risk and other state-
mandated personal lines business, our Lloyds of London operations which are in runoff and certain discontinued
product lines.

Net earned premiums remained consistent in all three years increasing $2.2 in 2002 to $26.4, compared to net
earned premiums of $24.2 in 2001, which was an increase from $23.0 in 2000.

Qur 2002 underwriting loss of $63.1 improved $55.7 cver our 2001 underwriting loss of $118.8, which compared
to an underwriting loss of $44.9 in 2000. In the third quarter of 2002 Safeco decided to put its London operations
into runoff, resulting in a charge of $26.3 pretax in the quarter. This charge primarily reflects reserve strengthening
to provide for emerging losses as the business is run off.

The 2001 underwriting loss includes third quarter reserve strengthening of $85.0 described earlier related to
construction defect and asbestos and environmental loss development, as well as $30.0 in losses from the
September 11, 2001 attacks, net of reinsurance, which primarily related to losses in the Lloyds of London
operations.

Impact of Terrorism

We have estimated our pretax losses net of reinsurance resulting from the September 11, 2001 terrorist attacks at
$52.0, of which $30.0 is attributable to reinsurance written through R.F. Bailey, a wholly-owned foreign subsidiary
that participated in the Lloyds of London underwriting market, $21.0 to our business insurance accounts, and $1.0
to Life & Investments. Effective January 1, 2002, our reinsurers stopped providing terrorism coverage in our
commercial property and casualty reinsurance treaties. The loss of reinsurance coverage for terrorism was
immediate with respect to new business and has affected renewal business as the policies come up for renewal.
Consequently, terrorism coverage in our reinsurance protection is limited to certain commercial property risks that
have obtained facultative reinsurance which includes coverage for terrorism, personal lines losses covered under our
property catastrophe treaty or high value home treaty, and coverage for certain terrorism acts under our Surety
excess of loss treaty.

For its direct writings in 2002 up until November 26, 2002, Safeco adopted the commercial property and casualty
terrorism exclusion developed and filed for approval by the Insurance Services Office (1SQ). This exclusion was
absolute with respect to losses from terrorism arising from biological, chemical or nuclear hazards. With respect to
non-biological, non-chemical and non-nuclear losses from terrorism, the exclusions only applied if the total losses
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from a terrorist event exceeded $25.0. In addition, for casualty policies, the exclusion applied if the terrorist event
involved the deaths or serious injury to 50 or more persons. The property exclusion did not apply to losses arising
from fire following a terrorist event in the 29 states that follow the standard fire policy form. This exclusion applied
to both domestic and foreign terrorist events.

On November 26, 2002, the federal government enacted the Terrorism Risk Insurance Act of 2002 (TRIA). It
requires mandatory offers of terrorism coverage to a!l commercial policyholders, including workers compensation
and surety policyholders. TRIA does not apply to life or personal lines policyholders. In the event of a terrorism
attack on behalf of a foreign interest resulting in insurance industry losses of $5.0 or greater, the U.S. government
will provide funding to the insurance industry on an annua! aggregate basis of 90% of covered losses in excess of
individual insurance company deductibles up to $100 billion. The deductibie is a percentage of each individual
company'’s direct earned premium and the percentage increases in each of the three calendar years covered by
TRIA. In 2003, Safeco's deductible is estimated to be $115.0. Upon enactment of TRIA, our existing terrorism
exclusions were void to the extent that they excluded losses from foreign terrorist events as defined in TRIA.
However, the exclusions remained effective as to acts of domestic terrorism. 1SO has filed exclusions for acts of
terrorism as defined in TRIA. Safeco is adopting these exclusions in all states that have accepted the filings and
will use the exclusions if a policyholder rejects the mandatory offer of terrorism coverage. Some states may object
to or limit the use of terrorism exclusions.

TRIA also requires that insurance companies notify in force commercial policyholders by February 24, 2003 that
coverage is now provided and the cost for that coverage. Safeco sent out required notices by that due date.

As a consequence of TRIA and Safeco’s response, Safeco’s reinsurers are providing limited options to purchase
reinsurance for terrorism events. Safeco is considering these options. In the meantime, due to the current
unavailability of the 1SO exclusion for Safeco’s commercial Property & Casualty policies in a few states, Safeco will
continue to be exposed to commercial losses that arise from terrorism without reinsurance for such losses. We also
have no reinsurance for terrorism related losses in our workers compensation line.

With regard to commercial lines policies, Safeco’s focus is on the small-to-medium account business. Our customers
are generally not viewed as potential terrorism targets. For workers compensation the number of employees covered is
considered and coverage is declined in cases where the exposure is potentially severe. Safeco’s exposure to personal
lines losses is currently believed to be relatively modest due to smalt individual exposure and wide spread of risk.
Safeco believes its terrorism exposure is relatively modest across all product lines.

Property & Casualty — Loss and LAE Reserves

The following table analyzes the changes in Property & Casualty loss and LAE reserves for 2002, 2001 and 2000.
Changes in estimated reserves are reflected in the income statement in the year the change is made.

DECEMBER 31 2002 2001 2000
Loss and LAE Reserves at Beginning of Year $5,053.7 $4,612.7 $4,378.6
Less Reinsurance Recoverables 415.9 343.6 309.5
Net Balance at Beginning of Year 4,637.8 4,269.1 4,069.1
Incurred Loss and LAE for Claims Occurring During
Current Year 3,237.4 3,619.1 3,621.7
Prior Years 125.8 345.1 148.3
Total Incurred Loss and LAE 3,363.2 3,964.2 3,770.0
Loss and LAE Payments for Claims Occurring During
Current Year 1,742.0 1,976.8 2,0569.3
Prior Years 1,672.1 1,618.7 1,510.7
Total Loss and LAE Payments 3,414.1 3,595.5 3,570.0
Net Balance at End of Year 4,586.9 4,637.8 4,269.1
Plus Reinsurance Recoverables 411.6 415.9 343.6
Loss and LAE Reserves at End of Year $4,998.5 $5,053.7 $4,612.7

in 2002, estimates for Property & Casualty prior years’ loss and LAE reserves were increased by $125.8. These
increases occurred over the course of 2002 as emerging claim trends and related loss data were evaluated each
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quarter. The increase of $125.8 included $33.3 related to estimates of workers compensation losses. We
reevaluate our estimates of workers compensation loss severity quarterly, with particular focus on the expected
future rate of medical inflation. Over the course of the year, actual medical inflation proved to be higher than
anticipated and we adjusted our estimated reserves accordingly. While loss severities for construction defect claims
appear to be mitigating, the legal costs associated with achieving reduced loss costs were higher than estimated,
resulting in a reserve increase of $37.0. Asbestos claims related to our participation in pools and syndicates were
higher than estimated, resulting in a reserve increase of $24.4. The $31.1 increase in other reserves related
primarily to Safeco’s London operations. Safeco placed its London operations in runoff in the third quarter of 2002.
Due to the high layer excess nature of some of the coverages provided by this operation, and the long reporting lag,
management strengthened reserves to provide for higher-than-anticipated losses as the business is run off,

In 2001, Safeco increased its estimates for loss and LAE related to prior years by $345.1.

During the third quarter of 2001, Safeco completed a review of its Property & Casualty loss reserve adequacy. As a
result of this review, which included an independent actuarial study, we increased reserves by $240.0. This
$240.0 reserve addition related to Property & Casualty operating segments as follows: $155.0 for SBI and $85.0
for P&C Other. The P&C Other segment includes the discontinued reinsurance operation that Safeco acquired when
it purchased American States in 1997. The $240.0 reserve addition related to recent developments in prior year
losses as foliows: $80.0 for workers compensation, $90.0 for construction defect and $70.0 for other coverages,
primarily asbestos and environmental.

Workers compensation reserves were $802.8 at December 31, 2000. The reserve strengthening in the third quarter
of 2001 of $80.0 was due to unexpected development of prior year losses and continued increases in medical
costs that manifested in 2001 beyond levels previously anticipated in estimating workers compensation reserves.
Throughout 2000, average workers compensation case reserves carried by Safeco were stable, but increased 14%
in the first quarter of 2001 compared to the first quarter of 2000 and increased 23% in the second quarter of
2001 compared to the second guarter of 2000. These increases reflected the impact of rising medical costs and
administrative rulings that had been more favorable to plaintiffs’ claims for compensation, particularly in California
and Florida. n general, workers compensation claims are largely comprised of medical costs and salary/wage
payments while claimants are out of work. The payout period for these claims can be up to 50 years or more.
Accordingly, the estimation of long-term medical costs requires considerable judgment and involves inherent
uncertainty, having a significant impact on our estimate of workers compensation reserves. In light of these
emerging trends of rising medical costs and recent administrative rulings, we strengthened reserves by $80.0.

The estimation of liabilities related to construction defect and asbestos and environmental claims is subject to
greater subjectivity than for other claims. Construction defect reserves were $322.6 at December 31, 2000. In
early 2000, Safeco’s construction defect claims appeared to have peaked and were trending down through the rest
of 2000. Such claims were predominantly in California. However, in the first two quarters of 2001, newly reported
claims increased significantly, owing largely to increased attorney involvement in California and increased claim
activity into additional states. As a result of these considerations, management concluded that ultimate losses for
construction defect will likely be higher than previously estimated, leading to our assessment in the third quarter of
2001 to increase reserves by $90.0.

Asbestos and environmenta! reserves were $315.5 at December 31, 2000; $103.1 for asbestos and $212.4 for
environmental. The $70.0 increase in reserves in the P&C Other segment relates to the anticipated increase in
asbestos claims relating primarily to the discontinued reinsurance operations acquired in the American States
purchase. In 2001, the insurance industry was experiencing a trend of expansion of asbestos defendants to include
smaller and more peripheral firms such as installers, in addition to asbestos manufacturers and producers and
Safeco was receiving more claims in the first half of 2001 than in prior years. Because these trends were expected
to ultimately impact the losses assumed by Safeco, and because Safeco expected a lag in its asbestos activity due
to its assumed reinsurance exposure, reserves were strengthened by $70.0.

In addition to the $240.0 reserve change in estimate discussed above, reserve estimates were increased at other
points throughout the year by an additional $105.1, primarily for workers compensation reserves due to continued
rising medical costs.

In 2000, estimates for Property & Casualty prior year loss and LAE reserves were increased by $148.3, of which
$44.4 related to construction defect claims as Safeco saw reported claim volumes that, while trending down in the
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tatter part of 2000, exceeded expectations. Workers compensation estimates were increased $50.9 and commercial
automobile estimates were increased $23.5, both in reaction to claim severities. Safeco regularly monitors loss
frequency and loss severity refative to expectations. When emerging frequency or severity differs materially from
expectations, projections for future frequency and severity are re-evaluated and estimates are increased, or
decreased, accordingly. The remaining $29.5 change in estimate in 2000 came from a combination of lines of
business including commercial automobile, commercial multiperil, general liability and homeowners. Each change
was a reaction to emerging loss frequency or severity relative to expected loss frequency or severity. The change for
any one line represented a small percentage of the line's reserves.

Property & Casualty — Reinsurance

We use treaty and facultative reinsurance in managing our exposure to potential losses for Property & Casualty
operations. As noted previously, the liability for unpaid losses and LAE is reported gross of reinsurance recoverables
of $411.6 at December 31, 2002 and $415.9 at December 31, 2001 before allowance for uncollectible
reinsurance. Because the amount of the ultimate reinsurance recoverables depends on the amounts of individual
losses or, in some cases, the aggregate amount of all losses by year in a particular line of business, the exact
amount of the reinsurance recoverables is not known until losses are settled. Therefore, we estimate the amount of
reinsurance recoverables we anticipate receiving based on the terms of the underlying reinsurance contracts,
historical reinsurance recovery experience and our estimates of related toss and LAE reserves.

The availability and cost of reinsurance is subject to prevailing market conditions, both in terms of price and
available capacity. Although the reinsurer is liable to Safeco to the extent of the reinsurance ceded, we remain
primarily liable to the policyholders as the direct insurer on all risks insured. The magnitude of losses in the
reinsurance industry resulting from the September 11, 2001 {errorist attacks has impacted the financial strength of
certain reinsurers which may result in collectibility or recoverability issues. However, to Safeco’s knowledge, none of
our major reinsurers is currently experiencing material financial difficulties. At December 31, 2002, the estimated
allowance for uncollectible reinsurance was $12.5. Safeco’s business is not substantially dependent upon any
single reinsurance account.

Of the total Property & Casualty reinsurance recoverables balance at December 31, 2002, 23% was with mandatory
reinsurance pools and foreign reinsurers. Approximately 88% of the remaining amounts due are from reinsurers
rated A- or higher by A.M Best; including 49% with the following four reinsurers: American Re-Insurance
Corporation, Employers Reinsurance Corporation, Swiss Reinsurance America Corporation and General/Cologne
Reinsurance Corporation, all of which are rated A+ or higher by A.M. Best.

Our Property & Casualty nationwide catastrophe property reinsurance program for 2003 covers 90% of $400.0 of
single-event losses in excess of $100.0 retention and is unchanged from 2002. In a large catastrophe, Property &
Casualty retains the first $100.0 of losses, 10% of the next $400.0 and all losses in excess of $500.0.
Catastrophe property reinsurance contracts for 2003 include provisions for one reinstatement for a second
catastrophe event in 2003 at current rates.

Effective February 1, 2001, Surety modified its reinsurance coverage from a 50% quota share treaty to an excess of
loss treaty. The excess of loss treaty provides reinsurance coverage for 88% of $85.0 in excess of $15.0 retention
for each loss, and includes one reinstatement premium should a second loss exceed our retention.

For workers compensation, we purchase reinsurance protection that provides reimbursement of up to $44.0 for
single event losses in excess of $3.0. A reinstatement premium is required for workers compensation reinsurance
layers covering losses that are in excess of $20.0.

We purchase commercial property reinsurance that limits our exposure to a net loss of $2.5. This is accomplished
through the purchase of a property per risk treaty that provides reinsurance coverage up to $7.5 for losses in excess
of a $2.5 retention. Commercial property risks with limits above $10.0 are ceded through facultative reinsurance.

For the personal umbrella line of business we purchase a 10% quota share for the first $2.0 event and 100% quota
share for the next $8.0. For commercial umbrella we retain the first $1.0 of each event and cede up to $19.0 in
excess of this retention.
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Life & investments — Results of Operations

Life & Investments operations are managed separately as six reportable segments: Retirement Services, Income
Annuities, Group, Individual, Asset Management and Life & Investments Other (L&! Other). The following table
summarizes comparative operating results for Life & Investments:

YEAR ENDED DECEMBER 31 2002 2001 2000
Total Revenues $1,984.9 $1,817.3 $1,799.7
Policy Benefits 1,322.3 1,234.9 1,232.2
Other Expenses 425.6 384.9 399.0
Total 1,747.9 1619.8 1,631.2
Pretax Operating Earnings 237.0 197.5 168.5
Net Realized Investment Losses (143.1) (22.5) (16.2)
Goodwill Write-off — (48.9) —
Income from Continuing Operations before Income Taxes, Distributions on

Capital Securities and Change in Accounting Principle $ 938 $ 126.1 $ 152.3

Life & Investments revenues are comprised of premiums, net investment income and other fees. The following
tables summarize revenues (exciuding net realized investment gains and losses) and pretax operating earnings by
reportable segment.

Revenues
YEAR ENDED DECEMBER 31 2002 2001 2000
Retirement Services $ 3795 $ 367.1 $ 429.3
Income Annuities 52%.2 530.0 497.0
Group 477.4 336.2 315.6
Individual 379.7 367.8 340.7
Asset Management 29.9 35.9 42.9
L&! Other 189.2 180.3 174.2

Total Life & Investments Revenues $1,884.9 $1,817.3 $1,799.7

Pretax Operating Earnings

YEAR ENDED DECEMBER 31 2002 2001 2000
Retirement Services $ 216 $ 15.6 $ 300
Income Annuities 41.5 47.8 26.4
Group 69.2 26.6 4.3
Individual 21.6 22.8 24.6
Asset Management 5.2 8.0 13.0
L&! Other 77.2 76.7 70.2
Pretax Operating Earnings 237.0 197.5 168.5
Net Realized Investment Losses (143.1) (22.5) (16.2)
Goodwill Write-off — (48.9) —
Income from Continuing Operations before Income Taxes, Distributions on

Capital Securities and Change in Accounting Principle $ 939 $ 126.1 $ 152.3

Retirement Services

YEAR ENDED DECEMBER 31 2002 2001 2000
Revenues $ 3795 $ 367.1 $ 4293
Pretax Operating Earnings 21.6 15.6 30.0
General Account Assets Under Management 5,878.1 5,191.3 5,017.0
Separate Account Assets Under Management 811.6 1,096.9 1,154.1

The primary products in this business line are fixed deferred and variable annuities (both qualified and non-
qualified), and guaranteed investment contracts (GIC). In 2002, sales of our fixed deferred annuity products were
strong. The Safeco Select fixed deferred annuity product, launched in June 2001, had deposits of $832.3 in 2002
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versus $692.5 in 2001. Safeco Select has a guaranteed interest rate with bonus interest for the first three years.
We successfully launched a new product in 2002, Safeco Secure, which generated $191.4 of deposits. Safeco
Secure offers a higher interest rate than the Select product, but does not include bonus interest. These fixed
deferred annuity products were developed for sale within our financial institutions (primarily banks) distribution
channel. GIC product sales were negatively impacted by our ratings downgrades in 2001. Products in Retirement
Services have protection against early withdrawals in the form of surrender charges during the initial years of each
policy or the option for Safeco to defer payouts over five years.

Revenues were $379.5 in 2002, an increase of $12.4 or 3.4% over 2001 revenues of $367.1, which were down
$62.2 or 14.5% from 2000. The $12.4 increase in 2002 revenues was due to higher investment income of $16.3
as a result of growth in general account assets under management, offset by lower fee income due to the decrease
in separate account assets under management. The $62.2 decline in revenues in 2001 from 2000 resulted
primarily from our decisicn to stop marketing our equity indexed annuity product (EIA) in 1999. During 2002,
2001 and 2000, offers were extended to EIA policyholders to surrender their policies and receive their account
values with no surrender charge. The related EIA withdrawals contributed to a decline in the overall growth of
general account assets under management which resulted in lower investment income in 2001.

Pretax operating earnings were $21.6 in 2002, an increase of $6.0 or 38% compared to 2001 pretax operating
earnings of $15.6, which were down 48% from 2000. The increase in 2002 pretax operating earnings was due to
the growth in our general account assets under management, which contributed additional interest income, and
lower losses from our EIA products.

These favorable results were somewhat offset by reduced fees from our separate account products. Pretax operating
earnings decreased $14.4 in 2001 compared to 2000. Our results in 2001 were significantly impacted by the
decline in the equity markets, our EIA surrender program and lower interest rates. These factors contributed to
lower fees, a reduction in spreads and less interest margin when compared to 2000.

General account assets under management grew in 2001 and 2002 primarily due to the strong sales of fixed
deferred annuities, partially offset by maturing GIC policies and indexed annuity withdrawals. The decrease in
separate account assets under management in 2002 and 2001 was primarily due to declines in the equity markets.

Income Annuities

YEAR ENDED DECEMBER 31 2002 2001 2000
Revenues $ 529.2 $ 530.0 $ 497.0
Pretax Operating Earnings 41.5 47.8 26.4
Assets Under Management 6,317.7 6,257.8 6,197.3

Income Annuities’ main product is the structured settlement annuity which is sold to fund third-party personal
injury settlements, providing a reliable income stream to the injured party. This product is extremely sensitive to
financial strength ratings and our ratings downgrades in 2001 decreased our ability to sell this product. Income
Annuities also sells non-structured fixed annuities, which provide an immediate payment stream. Overall sales of
immediate annuities {including structured settlements) increased $6.4 to $115.3 in 2002 due to efforts to grow
the sales of non-structured settlement annuity products. The success of these efforts was due in part to an
agreement with a major brokerage firm to sell Advantage Immediate, our immediate annuity product soid to
individuals. The 2002 sales also include annuities purchased by Property & Casualty affiliates totaling $48.0. In
2001, overall sales decreased $292.4 as a result of our ratings downgrades in 2001, These contracts are non-
surrenderable and supported by long-term invested assets consisting primarily of long duration bonds and mortgage-
backed securities.

Revenues remained relatively flat at $529.2 in 2002 compared to revenues of $530.0 in 2001, which were up
$33.0 from $497.0 in 2000. Revenues grew in 2002 due to favorable prepayment adjustments on mortgage-
backed securities included in net investment income, but were offset by declining portfolic yields and lack of
growth in assets under management, causing 2002 revenues to remain at 2001 levels. Revenues in 2001 were
higher than in 2000 primarily due to a full year of interest earnings on 2000 deposits and increased mortgage-
backed securities prepayment adjustments. The mortgage-backed securities prepayment adjustment increased
revenues $13.9 in 2002, $8.0 in 2001 and decreased revenues $4.8 in 2000.

SAFECO 2002 FORM 10-K 39 ‘



Income Annuities produced pretax operating earnings of $41.5 in 2002, a decrease of $6.3 from 2001 pretax
operating earnings of $47.8, which grew $21.4 over 2000. The 2002 decrease in pretax operating earnings of
$6.3 was driven primarily by the lack of growth in assets under management and investment income which
contributed to lower interest margins. The 2001 increase in pretax operating earnings of $21.4 over 2000 resulted
from higher interest margins driven by the increase in average assets under management in 2001 compared to
2000, the favorabie impact of mortgage-backed securities prepayment adjustments and favorable mortality
experience.

Group

YEAR ENDED DECEMBER 31 2002 2001 2000
Revenues $477.4 $336.2 $315.6
Pretax Operating Earnings 69.2 26.6 4.3
Loss Ratio 80% 64% 69%

Group’s principal product is stop-l0ss medical insurance sold to employers with self-insured medical plans. Also
offered in this line are group life, accidental death and dismemberment, and disability products.

Revenues were $477.4 in 2002, an increase of $141.2 or 42.0% over 2001 revenues of $336.2, which were up
6.5% from 2000. The increase in 2002 revenues is primarily due to overall rate increases and the acquisition of
Swiss Re's stop-loss medical business in July, which generated $116.0 in premiums. Rate increases in the stop-
loss medical business also contributed to higher revenues in 2001 over 2000.

Pretax operating earnings increased $42.6 to $69.2 in 2002 compared to $26.6 in 2001 which increased $22.3
over 2000. In 2002, the growth in premiums, primarily from the Swiss Re acquisition, coupled with rate increases
and an improved loss ratio of 60% compared to a loss ratio of 64% in 2001, contributed to the increase in pretax
operating earnings of $42.6. Premium growth of 6.3% in 2001, and an improved loss ratio of 64% compared to a
loss ratio of 69% in 2000 contributed to the 2001 growth in pretax operating earnings of $22.3. The improving
trend in the loss ratios can be attributed to rate increases. We expect that the 2002 level of profit will be difficult
to sustain in 2003 due to increased competition from existing and new entrants into the business.

Individual

YEAR ENDED DECEMBER 31 2002 2001 2000
Revenues $379.7 $367.8 $340.7
Pretax Operating Earnings 21.6 22.8 24.6

Individual products include term, universal and variable universal life and BOLI. BOLI is universal life insurance
sold to banks and is extremely sensitive to financial strength ratings.

In 2002, Individual launched updated term and universal life insurance products. These updated products and a
new internet sales tool (Safeco Now) contributed to increased sales in 2002,

Revenues were $379.7 in 2002, an increase of 3.2% over 2001 revenues, which were up 7.9% from 2000. The
increase in total revenues in 2002 and 2001 reflect growth in the investment portfolio supporting our life products
and premiums from increased sales.

Pretax operating earnings of $21.6 in 2002 were down slightly from 2001 pretax operating earnings of $22.8, also
down from 2000 pretax operating earnings of $24.6. The decrease in 2002 and 2001 pretax operating earnings
was due primarily to less favorable mortality experience.

Asset Management

YEAR ENDED DECEMBER 31 2002 2001 2000
Revenues $ 29.9 $ 359 $ 429
Pretax Operating Earnings 5.2 8.0 13.0
Assets Under Management 3,860.0 5,078.0 5,563.0
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Asset Management serves as the investment advisor for the Safeco mutual funds, variable insurance portfolios, and
institutional and trust accounts. Investment advisory activities produced revenues of $29.9 in 2002, a decrease of
$6.0 from 2001 revenues of $35.9 which decreased $7.0 from 2000. The decline in assets under management in
2002 and 2001 due mainly to declining equity markets, contributed to the overall decrease in revenues and pretax
operating earnings during these years.

Life & Investments Other

YEAR ENDED DECEMBER 31 2002 2001 2000
Revenues $189.2 $180.3 $174.2
Pretax Operating Earnings 77.9 76.7 70.2

Our L&l Other segment is comprised mainly of investment income on capital and accumulated earnings of the other
reportable segments, as well as earnings from Talbot, our insurance agency, which distributes property and casualty
and life insurance products. Revenues were $189.2 in 2002, a 5.0% increase from 2001 revenues of $180.3,
which were up 3.5% from 2000. The increase in revenues in 2002 and 2001 was due to increased net investment
income and increases in Talbot revenues from commissions. Pretax operating earnings were $77.9, $76.7 and
$70.2 in 2002, 2001 and 2000, respectively.

Life & Investments — Reinsurance

We use treaty reinsurance in managing our exposure to potential losses for our Life & Investments operations.
Amounts due from reinsurers were $158.9 at December 31, 2002 and $90.1 at December 31, 2001.

The availability and cost of reinsurance are subject to prevailing market conditions, both in terms of price and
available capacity. Although the reinsurer is liable to Safeco to the extent of the reinsurance ceded, we remain
primarily liable to the policyholders as the direct insurer on all risks insured. To Safeco’s knowledge, none of our
major reinsurers is currently experiencing material financial difficulties.

Of the total Life & Investments amounts due from reinsurers balance at December 31, 2002, 98% was with
reinsurers rated A- or higher by A.M. Best.

Corporate
YEAR ENDED DECEMBER 31 2002 2001 2000
Pretax Loss before Net Realized Investment Gain (Loss) $ (55.6) $(54.6) $(63.2)
Net Realized Investment Gain (Loss) before Taxes (61.6) (23.3) 1.3
Income (Loss) from Continuing Operations before Income Taxes, Distributions on

Capital Securities and Change in Accounting Principle $(117.2) $(77.9) $(61.9)

The Corporate segment includes operating results for Safeco Corporation, our parent company, SFP, Safeco
Properties and intercompany eliminations. Qur parent company’s primary expense is interest expense on borrowings
totaling $64.7, $79.0 and $89.0 in 2002, 2001 and 2000, respectively. These amounts do not include the
expense for the distributions on Safeco’s Capital Securities that is presented net of tax on the Consolidated
Statements of Income {Loss).

SFP was organized in 2000 to write S&P 500 index options to mitigate the risk associated with the EIA product
(see Life & Investments section for further discussion on EIA). SFP also engages in timited activity for its own
account by seiling single name credit default swaps (credit swaps), writing and hedging S&P 500 index options and
investing in and hedging convertible bonds. Changes in the fair values of these instruments and any realized gain or
loss are recognized in current income. Net investment income includes the premium income on the credit swaps
and the earnings and fair value adjustments for the S&P 500 index options and the convertible bonds. Realized
gain or loss includes the fair value adjustments and net realized investment gains or losses from the single credit
default swaps. Pretax income (loss) before net realized investment gain (loss) for SFP was $3.6, $6.7 and $2.3 in
2002, 2001 and 2000, respectively.
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SFP had credit swaps with notional amounts outstanding totaling $835.0 and $490.0 at December 31, 2002 and
2001, respectively. These credit swaps involved selling credit protection for a fee that covers certain credit events
on assets owned by the buyer (financial institutions and investment banks) such that if a credit event occurs SFP
would make a payment to the buyer. The credit swaps are marked-to-market and this adjustment is recorded in net
realized investment gains and losses on the Consolidated Statements of Income (Loss). Total realized loss in 2002
was $28.3 and included an $8.6 realized loss arising from the Worldcom bankruptcy. Total realized loss in 2001
was $18.2 and included a realized loss of $7.8 arising from the Enron bankruptcy. There were no net realized
investment gains or losses in 2000.

The table below summarizes the quality of the single credit default swap portfolio:

Percent at
RATING December 31, 2002
AAA 10%
AA 2
A 45
BBB 38
BB or lower 5
Total 100%

The fair value of SFP's written S&P 500 index options liability was $29.6 and $45.4 at December 31, 2002 and
2001, respectively. SFP’s investment portfolio included investment grade convertible bonds with market values
totaling $47.7 and $38.4 at December 31, 2002 and 2001, respectively.

In 1999, Safeco sold most of the assets of its real estate investment operation, Safeco Properties, Inc. The
remaining investment properties ($7.2 at December 31, 2002) are included in Other Invested Assets on the
Consolidated Balance Sheets. These are being marketed for sale.

Discontinued Credit Operations

Safeco Credit Company, Inc. (Safeco Credit) provided loans and equipment financing and leasing to commercial
businesses, insurance agents and affiliated companies. In March 2001, Safeco decided to sell Safeco Credit. A
plan of disposal was formalized establishing the measurement date as March 31, 2001; as a result, Safeco Credit
was accounted for as a discontinued operation effective March 31, 2001. On July 24, 2001 Safeco reached a
definitive agreement to sell Safeco Credit to General Electric Capital Corporation. The sale was completed on
August 15, 2001 (effective as of July 31, 2001) for total cash proceeds of $918.9. The proceeds included the
repayment of loans to Safeco Credit and settlement of other affiliated transactions between Safeco Credit and
Safeco totaling $668.9. The sale resulted in net proceeds of $250.0 and a pretax gain of $97.0. The after-tax gain
on the sale of $54.0 is reported in the Consolidated Statements of Income (Loss). Safeco Credit generated after tax
profits for the seven months ended July 31, 2001 of $4.2 and $12.7 for 2000.

Capital Resources and Liquidity
Sources and Uses of Funds

Safeco’s operations have liquidity requirements that vary among our segments and principal product lines. Life
insurance, retirement services and annuity product reserves are primarily longer-duration liabilities that are typically
predictable in nature and are supported by investments that are generally longer duration. Property & Casualty
liabilities vary in duration according to the product and coverages provided. These liabilities are less predictable in
nature and generally require greater liquidity in the investment portfolio.

Safeco’s liquidity needs are met by dividends from our subsidiary operaticns, the sale and maturity of invested
assets and external borrowings. Our subsidiaries’ primary sources of cash from operations are insurance premiums,
funds received under deposit contracts, dividends, interest and asset management fees. Safeco has not engaged in
the sale by securitization of any investments or other assets.
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Safeco’s liquidity needs are being met and the successful achievement of our profitability goals will continue to
enhance our liquidity position; conversely, an inability to sustain adequate profitability may adversely affect our
capital resources and liquidity position.

Safeco uses funds to support operations, service and pay down debt, pay dividends to Safeco shareholders and grow
the investment portfolio. Cash from insurance operations is used primarily to pay claims and claim adjustment
expenses. Most insurance premiums are received before or at the time premium revenues are recognized, while
related claims are incurred and paid in subsequent months or years. Catastrophe claims, the timing and amount of
which are inherently unpredictable, may create increased liquidity requirements.

In order to better match invested asset duration to the duration of related liabilities, during 2002 we repositioned
our Property & Casualty investment portfolio to reduce the bond investment portfolio duration from approximately 7
to approximately 5. As of December 31, 2002, the bond investment portfolio’s duration was 5.3. The Property &
Casualty asset allocation mix also has been adjusted to reduce volatility, by lowering the exposure to equity
securities. Equity securities comprised approximately 11% of this investment portfolio at December 31, 2002
compared to approximately 18% at December 31, 2001. As a result of executing this strategy, this portfolio’s
allocation to taxable bonds has increased relative to its tax-exempt holdings. As a result, pretax investment income
in 2002 for the Property & Casualty investment portfolio increased 0.5% compared to 2001, while after tax
investment income declined 3.5% in 2002 compared to 2001.

Total cash provided by operating activities for 2002, 2001 and 2000 was $853.9, $528.8 and $619.3,
respectively (see Consolidated Statements of Cash Flows for additional information). The main reasons for the
improved operating cash flow in 2002 compared to 2001 were lower Property & Casualty claims payments, due to
lower catastrophe and weather losses, as well as the effect of our re-underwriting efforts and rate increases that
began in 2001. After tax investment income declined in 2002 and is expected to be modestly lower in 2003 due to
lower interest rates available for investment of new cash flows and maturing investments, as well as changes in
Safeco’s investment strategy as discussed above.

The higher level of proceeds from the sale of fixed maturities and equities and the higher level of purchases of fixed
maturities in 2002 compared to 2001 were due to the portfolio repositioning discussed above. In addition, the
relatively high level of proceeds from the maturity of fixed maturities in all three years reflects the high number of
calls of fixed maturities and prepayments of mortgage-backed securities. These calls and prepayments were due to
the lower interest rate environment during the past three years and issuer-driven actions. The high level of purchase
and sale activity related to fixed maturities available-for-sale in 2000 was also due in part to shifting a portion of
Property & Casualty's bond holdings from tax-exempt to taxable bonds. The reason for this shift was to maximize
the portfolio's after tax return in view of the higher level of underwriting losses in 2000 and the resulting alternative
minimum tax. The high leve! of proceeds from equity securities in 2000 is mainly due to approximately $300.0 of
planned equity securities sales out of Property & Casualty’s investment portfolio. The proceeds from these equity
securities sales were reinvested in taxable fixed-income securities. These sales resulted in increased net realized
investment gains from equity securities in 2000.

Funds received under deposit contracts relate primarily to annuity, retirement services and individual products of
Life & Investments. Of the total $15.7 billion in deposit contracts at December 31, 2002, approximately 40.3%
are structured settlement immediate annuity products. These annuities have an average expected maturity of over
25 years at issuance and cannot be surrendered by policyholders. Equity indexed annuities (EIA), comprising
$162.5 or approximately 1% of total deposit contracts at December 31, 2002, have associated surrender charges
ranging from 8% in year one to 0% after year six. During 2002, 2001 and 2000, Life & Investments has offered to
waive surrender charges on several different occasions in order to induce EIA policyholders to surrender their
contracts. These offers resulted in a reduction of the EIA principal policy account balance of $36.5, $144.0 and
$291.0 in 2002, 2001 and 2000, respectively. These surrenders contributed to the return of funds held under
deposit contracts in 2002, 2001 and 2000 (see Consolidated Statements of Cash Flows for more information).
Other annuity and retirement services products comprise 35.7% of total deposit contracts. These products generally
have expected maturities of 3 to 20 years at issuance and associated surrender charges ranging from 10% to 3% in
year one reduced to 0% within 3 to 10 years. Life & Investments retains the option to defer payouts over 5 years on
approximately 16% of these contracts. Universal life products comprise 21.7% of total deposit contracts. Of the
total universal life product deposit contracts, 84% are BOLI policies which have expected maturities of 20 to 25
years at issuance with surrender charges varying according to policy type. As a result of the downgrade in Safeco's
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ratings in 2001, Life & Investments received no new direct BOLI deposits in 2002, compared to $120.0 and
$710.0 in 2001 and 2000, respectively. The GICs within the retirement services area comprise the remaining
1.3% of total deposit contracts.

Safeco issued $300.0 of medium-term notes on March 16, 2000 at 7.875%, which mature on March 15, 2003.
In conjunction with this debt issuance, we entered into interest rate swap agreements. The swaps are for notional
amounts totaling $300.0 and replace the fixed rates of the medium-term notes with variable rates at 65.03 basis
points over the 90-day LIBOR rate. The swaps also mature in March 2003.

On August 23, 2002, we issued $375.0 of senior notes with a coupon of 7.250% that mature in 2012. The
majority of the proceeds of the notes were used for the repayment of $299.0 of commercial paper borrowings,
$18.7 for the termination of related interest rate swaps and $28.4 for repayment of medium-term notes. The
remaining balance has been used for general corporate purposes. Safeco simuitaneously entered into a $375.0
notional interest rate swap to effectively convert the fixed rate senior note obligation into a LIBOR-based floating
rate obligation. The fair value of the interest rate swap is marked-to-market on the balance sheet and included in
Other invested Assets with the corresponding offsetting asset or liability included in the face value of the debt.

Safeco renewed its bank credit facility in September 2002 with $500.0 available through September 2005. This
replaced the $800.0 facility that expired in September 2002. The reduction in this bank credit facility is
consistent with the elimination of Safeco’s commercial paper program in August 2002. Safeco pays a fee to have
the facility available and does not maintain deposits as compensating balances. Similar to its previous facility, the
new facility carries certain covenants that require Safeco to maintain a specified minimum level of shareholders’
equity and a maximum debt-to-capitalization ratio. There were no borrowings under either facility as of December
31, 2002 and 2001 and Safeco was in compliance with all covenants.

On November 20, 2002, Safeco completed the sale of 10,465,000 shares of common stock at $33.00 per share.
Safeco received proceeds net of related expenses of $328.7 from the sale of these shares. The net proceeds were
used to contribute capital of $150.0 to our Property & Casualty operations and $100.0 to our Life & Investments
operations in December 2002 to support future growth in our core product lines and strengthen the capital base of
these operations. Remaining proceeds will be used for general corporate purposes and may include the repayment
or repurchase of outstanding indebtedness.

On January 27, 2003, Safeco issued $200.0 of senior notes with a coupon of 4.200% that mature in 2008 and
$300.0 of senior notes with a coupon of 4.875% that mature in 2010. The notes are unsecured and rank equally
with all our other unsecured senior indebtedness. The proceeds from the notes will be used to repay $300.0
principal amount of 7.875% notes due March 15, 2003 and to call up to $200.0 principal amount of 7.875%
notes maturing in 2005 with a call date at par of April 1, 2003.

The following tables summarize Safeco’s Contractual Obligations, as of December 31, 2002.

Payments due by

Less than 1-3 3-5 More than
CONTRACTUAL OBLIGATIONS Total 1 Year Years Years 5 Years
Long-Term Debt and Capital Securities * $1,967.6 $515.8 $ 10.1 $206.7 $1,235.0
Operating Leases 374.4 53.0 137.5 40.0 143.9
Tota! Contractual Obligations $2,342.0 $568.8 $147.6 $246.7 $1,378.9

*  As discussed above, the $500.0 in proceeds from the senior notes issued in January 2003 will be used to repay long-term debt due or callable in
2003.

Material terms of contractual obligations are described in Notes 8 and 12 to the consolidated financial statements.
Ratings
The financial strength of insurers is rated to provide both insurance consumers and industry participants with

comparative information on specific insurance companies. Financial strength ratings are important for the
marketing of our products and some lines are especially sensitive to ratings such as structured settlement
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annuities, BOLI products and GICs. Higher ratings generally indicate greater financial strength and a stronger
ability to pay claims. Lower ratings for us could, among other things, significantly affect our ability to sell certain
life insurance and investment products, materially increase the number of policy surrenders and withdrawals by
policyholders of cash value from their policies, adversely affect relationships with broker-dealers, banks, agents and
other distributors of our products and services, adversely affect new sales, significantly affect borrowing costs or
limit our access to capital, and adversely affect our ability to compete. Any of these factors could have a material
adverse effect on our business, consolidated results of operations and financial condition.

Ratings focus on factors such as results of operations, capital resources, debt-to-capital ratio, demonstrated
management expertise in the insurance business, marketing, investment operations, minimum policyholders’
surplus requirements and capital sufficiency to meet projected growth, as well as access to such capital as may be
necessary to continue to meet standards for capital adequacy.

Due primarily to our poor Property & Casualty underwriting results in 2000 and 2001, our financial strength and
corporate credit ratings were lowered in the first half of 2001. The lower operating results in 2000 and 2001,
combined with increased operating leverage in Property & Casualty, contributed to lower debt service coverage for
Safeco. In addition, the interest rates on short-term borrowings increased due to the ratings downgrades.

Currently, all rating agencies maintain a stable outlook on their ratings of Safeco. On August 13, 2002, Standard &
Poor's (S&P) affirmed its ratings on Safeco Corporation and our Property & Casualty subsidiaries. At the same time,
S&P lowered its ratings on our life insurance subsidiaries because of a change in S&P group methodology criteria,
which modified the rating provided to subsidiaries. The new criteria generally limits the rating given to a subsidiary
that S&P deems “strategically important” to the parent to within one notch of the rating on the parent’s core group.
On December 4, 2002, A.M. Best reaffirmed Safeco’s ratings and revised its outlook for our Corporate and Property
& Casualty ratings from negative to stable.

We believe our financial position is sound and continue to execute our action plans to improve Property &
Casualty’s operating results. The effect of our operating action plans has been reflected in improved operating
results and this has improved Safeco’s debt service coverage during 2002. It is, however, possible that further
negative ratings actions may occur. Lower ratings have significantly affected Life & Investments ability to sell
structured settlement immediate annuities and BOLI products. If ratings are further lowered, Safeco may incur
higher borrowing costs, may have more limited means to access capital, and may have additional difficulties
marketing certain of its insurance products that are dependent upon ratings being at or above a particular level.

The following table summarizes Safeco’s current ratings:

STANDARD
A.M. BEST FITCH MOODY'S & POOR'S
Safeco Corporation
Senior Debt bbb+ A- Baal BBB+
Capital Securities bbb BBB+ Baa2 BBB-
Financial Strength
Property & Casualty Subsidiaries A AA- Al A+

Life Subsidiaries A AA- Al A

Regulatory Issues

Safeco is not aware of any recently passed or current recommendations by regulatory authorities which have or
would have, if passed, a material effect on its liquidity, capital resources or results of operations.

Limitations or prohibitions on the use of insurance scoring, which is partially based on personal credit information,
could adversely affect Property & Casualty's business plans, depending on the specifics of any such limitation or
prohibition.

Those states in which Safeco’s insurance subsidiaries are domiciled or deemed to be commercially domiciled, limit

the amount of dividend payments that can be made by those subsidiaries without prior regulatory approval. These
limitations are not anticipated to limit our insurance subsidiaries from paying dividends to Safeco Corporation in
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2003 in amounts sufficient to fund our shareholder dividends and service debt. Based on the statutory limits as of
December 31, 2002, Safeco is able to receive approximately $490.6 in dividends from its insurance subsidiaries in
2003 without obtaining prior regulatory approval.

The National Association of Insurance Commissioners (NAIC) uses risk-based capital (RBC) formulas for both life
insurers and property and casualty insurers. These serve as an early warning tool by the NAIC and state regulators to
identify companies that are undercapitalized and merit further regulatory attention or the initiation of reguiatory
action. Safeco’s life and property and casualty companies have more than sufficient capital to meet the RBC
requirements.

Effective January 1, 2001, our insurance subsidiaries adopted the NAIC's revised Accounting Practices and
Procedures Manual and the domiciliary states of our insurance subsidiaries have adopted the provisions of the
revised manual. The revised manual has changed, to some extent, prescribed statutory accounting practices and
resulted in changes to the accounting practices that our insurance subsidiaries use to prepare their statutory-basis
financial statements. Our Property & Casualty insurance companies' statutory surplus increased by $207.4 and the
Life & Investments insurance companies by $45.3 upon the January 1, 2001 adoption. Nearly all of these
increases in statutory surplus related to the recording of deferred tax assets that was not recorded in the statutory
basis financial statements under the prior statutory accounting guidance.

Under Washington State’s insurance code, investments in foreign securities are not considered admitted assets for
statutory accounting purposes. However, statutory accounting practices prescribed by the NAIC allow insurance
companies to account for foreign investments as admitted assets. The Washington State Insurance Commissioner
has the express statutory authority to permit an insurer to make investments not otherwise eligible under the state's
insurance code and has exercised this authority by permitting Safeco to account for its foreign investments as
admitted assets. The Property & Casualty insurance subsidiaries hold investments in foreign corporations and
municipalities of $114.9 and $105.9 at December 31, 2002 and 2001, respectively, and the Life & Investments
insurance subsidiaries hold investments in foreign corporations and municipalities of $162.9 and $326.4 at
December 31, 2002 and 2001, respectively. These amounts increase the surplus of our insurance subsidiaries
accordingly.

income Taxes

As of December 31, 2002, Safeco had approximately $1,127.2 of gross deferred tax assets, including net
operating loss carryforwards of $110.0 that expire in 2020 and 2021. Although realization of deferred tax assets is
not assured, we believe it is more likely than not that the deferred assets will be realized through future earnings,
including but not limited to the generation of future operating income and reversal of existing temporary differences
and available tax planning strategies. Accordingly, no valuation allowance has been recorded. In preparing
estimates of future taxable income, we have used the assumptions and projections utilized in our internal financial
projections. These projections of future profitable resuits are subject to uncertainties primarily related to the
variability of Property & Casualty underwriting results. Should results not be as profitable as we have forecasted the
establishment of a valuation allowance may be required. Any such allowance would impact current operating
results.

Investment Summary

Investment activities are an integral part of our business and investment income is a significant component of our
total revenues. Our investment philosophy is to emphasize investment yield balanced with investment quality, and
to provide for liquidity, diversification and a reasonable matching of expected asset and fiability durations. We are
subject to the risk that our investments may decline in value and bond defaults may occur.

Net Investment Income

Safeco’s consolidated pretax net investment income increased to $1,672.3 during 2002 from $1,649.3 in 2001
and $1,633.5 in 2000. The investment portfolios of Property & Casualty and Life & Investments produced
substantially all of this investment income. Qur consolidated pretax net investment income increased slightly in
2002 over 2001, primarily due to improved cash flows in Property & Casualty, a repositioning of the Property &
Casualty investment portfolio as discussed below, and a higher invested asset base in Life & Investments, offset in
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part by lower pretax yields on fixed maturity investments due to lower interest rates. Net investment income in
2001 increased slightly over 2000. Lower investment yields, the low interest rate environment, bond call activity
and an overall decline in the equity markets dampened the growth of investment income in both the Property &
Casualty and Life & Investment portfolios.

Net Investment Income (Loss)

YEAR ENDED DECEMBER 31 2002 2001 2000
Property & Casualty $ 460.0 $ 457.7 $ 460.5
Life & Investments 1,206.6 1,180.3 1,181.5
Corporate and Other 5.7 11.3 (8.5)
Total $1,672.3 $1,649.3 $1,633.5

Pretax Investment Income Yields

YEAR ENDED DECEMBER 31 2002 2001 2000
Property & Casualty 5.9% 6.3% 6.4%
Life & Investments 7.4% 7.5% 7.7%

_Property & Casualty pretax net investment income was $460.0, $457.7 and $460.5 in 2002, 2001 and 2000,
respectively. On an after tax basis investment income was $345.6, $358.2 and $363.0 for 2002, 2001 and 2000,
respectively. Although Property & Casualty operating cash flow was positive in all three years, the higher level of
claims payments in 2001 and 2000 and the high amount of dividends paid to the parent company in 2000,
combined with the declining interest rate environment and bond call activity, dampened investment income. After
tax investment income in 2002 also declined due to the portfolio repositioning, discussed below. After tax
investment income in 2003 is expected to be slightly lower due to low interest rates and the 2002 Property &
Casualty portfolio repositioning. Property & Casualty paid dividends to the Parent Company totaling $130.0, $13.6
and $362.0 for 2002, 2001 and 2000, respectively. These dividends declined in 2001 due to underwriting losses.

In order to better match invested asset duration to the duration of related liabilities, during 2002 we repositioned
our Property & Casualty investment portfolio to reduce the bond investment portfolio duration from approximately 7
to approximately 5. As of December 31, 2002, the bond investment portfolio’s duration was 5.3 compared to 7.1
at December 31, 2001 and 7.4 at December 31, 2000. The Property & Casualty asset allocation mix was also
adjusted to reduce volatility, by lowering the exposure to equity securities. Equity securities comprised
approximately 11% of this investment portfolio at December 31, 2002 compared to approximately 18% at
December 31, 2001. As a result of executing this strategy, this portfolio’s aliocation to taxable bonds has increased
relative to its tax-exempt holdings. As a result, pretax investment income for the Property & Casualty investment
portfolio increased 0.5% in 2002 compared to 2001 while after tax investment income declined 3.5% in 2002
compared to 2001.

Life & Investments pretax net investment income was $1,206.6, $1,180.3 and $1,181.5 in 2002, 2001 and
2000, respectively. The growth in investment income in 2002 compared to 2001 was due primarily to the higher
invested assets related to the growth of total funds held under deposit contracts, partially offset by lower pretax
yields on new investments and loss of interest income due to bond defaults. Life & Investments paid dividends to
the parent company totaling $50.0, $112.0 and $49.0 for 2002, 2001 and 2000, respectively.

Net Realized Investment Gains and Losses

Consolidated pretax net realized investment gains totaled $82.5, $93.0 and $139.5 in 2002, 2001 and 2000,
respectively. The net realized investment gains in 2000 were mainly due to gains on approximately $300.0 of
planned equity securities sales from the Property & Casualty’s investment portfolio. The proceeds from these equity
securities sales were reinvested in taxable fixed-income securities. Consolidated net realized investment gains from
investments are recorded net of losses on the sale or impairment of investments. The amounts of investment
impairments were $258.5, $126.8 and $35.7 in 2002, 2001 and 2000, respectively. Each investment that has
declined in fair value below cost is monitored closely and if the decline is judged to be other than temporary, the
security is written down to fair value.
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Pretax net realized investment gains and losses for the years ended 2002, 2001 and 2000 by major segment and
component were as follows:

PRETAX NET REALIZED INVESTMENT GAINS (LOSSES) 2002 2001 2000
Property & Casualty $ 287.2 $138.8 $154.4
Life & Investments (143.1) (22.5) (16.2)
Corporate (61.6) (23.3) 1.3
Total $ 82.5 $ 93.0 $139.5
PRETAX NET REALIZED INVESTMENT GAINS (LOSSES) 2002 2001 2000
Impairments $(258.5) $(126.8) $(35.7)
Gains on Sales and Maturities 351.2 225.1 156.0
Derivatives, Mark-to-Market Amounts and Hedges (36.7) (7.8) —
Other 26.5 2.5 19.2
Total $ 825 $ 93.0 $139.5

Pretax investment impairments by portfolio were as follows:

PRETAX INVESTMENT IMPAIRMENTS 2002 2001 2000
Property & Casualty $ 49.8 $ 36.2 $ 2.8
Life & Investments 194.1 66.5 32.9
Corporate 14.6 24.1 —
Total $ 258.5 $126.8 $ 35.7

We analyze all investments with a fair value below cost as of each quarterly reporting date to determine if an other
than temporary decline in value has occurred. The determination of whether a decline is other than temporary is
made based on the relevant facts and circumstances related to the security. These considerations include: (1) the
length of time and the extent to which the fair value has been less than cost; (2) the financia! condition and near-
term prospects of the issuer, including any specific events that influence the operations of the issuer or that affect
its future earnings potential; (3) our intent and ability to retain the investment for a period of time sufficient to
allow for a recovery in value; (4) a review of any downgrades of the security by a rating agency; and (5) any
reduction or elimination of dividends or non-payment of scheduled interest payments. Determining what constitutes
an other than temporary decline involves judgment. Declines in fair value below cost not considered other than
temporary in the current period could be considered other than temporary in a future period and reduce earnings to
the extent of the impairment.

Safeco’s portfolio of investment securities at December 31, 2002 consisted of $24,278.0 fixed-maturity securities
and $1,082.5 equity securities. Included in the fixed-maturity securities carrying amount were gross unrealized
losses of $337.6 and gross unrealized gains of $1,969.5. Included in the equity securities carrying amount were
gross unrealized losses of $66.5 and gross unrealized gains of $371.8. Industries that contributed more than 10%
of the total gross unrealized loss were electric utilities (17%) and airlines (11%).

As of December 31, 2002, unrealized losses on securities that were in an unrealized loss position for longer than a
year amounted to $20.4 for equity securities and $207.5 for fixed maturity securities. These unrealized losses
represent less than 1% of total portfolio value and are attributed to a prolonged period of distressed credit markets
experienced in both 2001 and 2002. We continue to monitor these securities as part of our overall portfolio
evaluation and if an unrealized loss is determined to be other than temporary, the impairment loss would be
recognized in the current period when that determination is made.

The impairments of $258.5 in 2002 were comprised of $220.1 for fixed maturity securities and $38.4 for equity
securities. The increases in impairments in 2002 and 2001 were due to credit deterioration and corporate failures
of several issuers, particularly in the retail, airline and telecommunications sectors. Additional impairments are
possible in 2003 due to the continued weak economy, however, the timing and amount of any further impairments
are not currently estimable.
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The total amount of gross unrealized losses on fixed-maturity and equity securities at December 31, 2002 was
$404.1 and is detailed by maturity in the following table:

Cost or

Amortized Cost in Excess
DECEMBER 31, 2002 Cost Fair Value of Fair Value
Fixed Maturities:
One Year or Less $ 139.7 $ 1315 $ 82
Over One Year Through Five Years 70L.9 619.8 82.0
Over Five Years Through Ten Years 361.5 314.8 46.7
Over Ten Years 1,392.3 1,231.7 167.6
Mortgage-Backed Securities 336.7 303.6 33.1
Total Fixed Maturities 2,939.1 2,601.5 337.6
Tota! Equity Securities 403.0 336.5 66.5
Total $3,342.1 $2,938.0 $404.1

While we have the ability to hold fixed income securities to maturity, we continually monitor the portfolio and
markets for opportunities to improve credit quality, reduce exposure to troubled credits or sectors and minimize call
risk. In 2002, we repositioned a portion of our fixed income portfolio in order to reduce duration and adjust our
asset allocation mix to reduce our exposure to equity securities. These activities resulted in both realized gains and
losses. The total sales proceeds at fair value from fixed maturities and equities sold at a loss in 2002 were $707.9.
The related total net realized investment loss on these sales was $246.3. In accordance with our investment
impairment process described above, we consider our intent and ability to retain investments for a period of time
sufficient to allow for a market value recovery. However, our intent to hoid is reassessed frequently in light of
financial market fluctuations and the financial condition and near term prospects of the issuer. Safeco’s sales
activity reflects ongoing investment management decisions and modifications in our intent due to actual or
expected deterioration in the issuer’s credit, our decisions to lessen exposure to a particular issuer or industry and
our actions to reposition our portfolio duration and asset allocation.

Consolidated net realized investment gains also include pretax losses on credit default swaps that totaled $28.3
{$18.4 after tax) for 2002 and $18.2 ($11.8 after tax) for 2001. These amounts reflect mark-to-market
adjustments and realized default losses. Also included was a reclassification from accumulated other
comprehensive income to realized loss of $18.7 ($12.1 after tax) related to the termination of an interest rate swap
in 2002.

Investment Portfolio

The table below summarizes Safeco’s consolidated securities investment portfolio at December 31, 2002,

Cost or
Amortized Carrying
DECEMBER 31, 2002 Cost Value
PROPERTY & CASUALTY
Fixed Maturities —~ Taxable $ 5,090.8 $ 5,383.0
Fixed Maturities — Non-taxable 1,926.7 2,108.0
Equity Securities 655.4 247.9
LIFE & INVESTMENTS
Fixed Maturities — Taxable 15,537.3 16,657.6
Fixed Maturities — Non-taxable 0.8 0.8
Equity Securities 114.0 113.8
CORPORATE
Fixed Maturities — Taxable 81.1 128.6
Equity Securities 8.2 20.8
Total Fixed Maturities and Equity Securities 23,423.3 25,360.5
Mortgage Loans 925.9 825.9
Other Invested Assets 173.8 173.8
Short-Term Investments 311.0 311.0
Total Consolidated Investment Portfolio $24,834.0 $26,771.2
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Property & Casualty's fixed maturities portfolio, which totaled $7.5 billion at fair value at December 31, 2002, is
comprised of 28% tax-exempt and 72% taxable investments at December 31, 2002 compared with 42% tax-
exempt and 58% taxable investments at December 31, 2001. The effective tax rate on investment income was
25%, 22% and 21% in 2002, 2001 and 2000, respectively, reflecting the shift to a higher level of taxable bond
holdings.

The quality of Property & Casualty's fixed maturities portfolio is detailed in the following table:

Percent at
RATING December 31, 2002
AAA 45%
AA 11
A 22
BBB 17
BB or lower 3
Not Rated 2
Total 100%
The quality of Life & Investments’ fixed maturities portfolio is detailed in the following table:
Percent at
RATING December 31, 2002
AAA 34%
AA 5
A 25
BBB 22
BB or lower 5
Not Rated 2
Total 100%

On a consolidated basis, below investment-grade securities with a fair value of $1.1 billion were held at

December 31, 2002 compared to $790.8 at December 31, 2001. The related amortized cost at December 31,
2002 was $1.2 billion and $858.9 at December 31, 2001. The increase reflects rating decreases of portfolio
investments rather than purchases of below investment grade securities. The net unrealized investment loss of
$119.1 at December 31, 2002 is comprised of gross unrealized investment losses of $150.6 and gross unrealized
investment gains of $31.5. These securities represented 4.5% of total fixed maturities at fair value at

December 31, 2002.

Safeco’s consolidated investment portfolio included $335.9 and $391.4 of non-publicly traded fixed maturities
and equity securities, representing 1.3% and 1.6% of the portfolio at December 31, 2002 and 2001, respectively.

Safeco’s consolidated fixed maturities portfolio included $465.2 and $594.4 of not-rated securities representing
1.9% and 2.8% of total fixed maturity investments at December 31, 2002 and 2001, respectively.
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Our consolidated fixed maturity and equity securities portfolio is well-diversified by issuer and by industry type. As
of December 31, 2002, there were no single-issuer holdings exceeding 1% of our consolidated investment
portfolio. Industry concentrations exceeding 3% of our consclidated investment portfolio are as follows at
December 31, 2002:

Cost or Percent

INDUSTRY Amortized Cost of Total

State and Political Subdivisions $ 2,386.2 10%
U.S Government & Agencies 1,801.1 7
Electric Utilities 1,881.9 7
Banks 1,400.7 6
Diversified Financial Services 1,019.1 4
Mortgage-Backed Securities 5,171.2 21
Other 9,763.1 39

Total Fixed Maturities and Equity Securities 23,423.3 94%
Mortgage Loans 925.9 4
Other Invested Assets 173.8 1
Short-Term Investments 311.0 1

Total Consolidated Investment Portfolio $24,834.0 100%

Safeco’s consolidated investment holdings in mortgage-backed securities of $5.5 biilion at fair value at December
31, 2002, consists mainly of residential collateralized mortgage obligations {CMOs), pass-throughs and commercial
toan-backed mortgage obligations (CMBSs). Life & Investments portfolio holds 77.5% and Property & Casualty
portfolio holds 22.5% of these securities. 90.0% of the mortgage-backed securities are government/agency-backed
or AAA rated at December 31, 2002. Safeco has intentionally limited its investment in riskier, more volatile CMOs

and CMBSs (e.g., principal only, interest only, etc.) to $24.4 or 0.4% of total mortgage-backed securities at

December 31, 2002.

The table below summarizes Safeco’s consolidated holdings of mortgage-backed securities at December 31, 2002:

Carrying Value

Amortized
DECEMBER 31, 2002 Cost Amount Percent
RESIDENTIAL
Planned and Targeted Amortization Class and Sequential Pay CMOs $2,349.2 $2,466.2 45%
Accrual Coupon (Z-Tranche) CMOs 4429 503.6 9
Floating Rate CMOs 89.7 93.1 2
Companion/Support, Principal Only, interest Only CMOs 14.3 15.2 —
Subordinates 8.1 9.2 —
Residential Mortgage-Backed Pass-Throughs (Non-CMQs) 382.1 401.3 7
3,287.3 3,488.6 63
SECURITIZED COMMERCIAL REAL ESTATE
Government/Agency-Backed 419.4 452.1 8
CMOs and Pass-Throughs (Non-agency) 1,121.2 1,200.8 22
1,540.6 1,652.9 30
Other CMOs 343.3 354.5 7
Total $5,171.2 $5,496.0 100%
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The quality rating of Safeco’s mortgage-backed securities portfolio is shown in the following table:

Percent at
RATING December 31, 2002
Government/Agency Backed 57%
AAA 33
AA [
A 2
BBB 2
BB or Lower —
Total 100%

Safeco's consolidated investment portfolio also included $925.9 of mortgage loan investments at December 31,
2002, representing 3% of total investments. Our policy is that no loan when originated shall exceed 75% of its
appraised value. These loans are held by Life & Investments and are secured by first mortgage liens on completed,
income-producing commercial real estate, primarily in the retail, industrial and office building sectors. The majority
of the properties are located in the western United States, with 66% of the total in the states of Washington (29%),
Oregon (11%) and California (26%). Individual loans generally do not exceed $10.0. Historically the mortgage
portfolio has performed well and the loan charge-off rate has been low on this portfolio over the past three years.
Less than 1% of the loans were non-performing at both December 31, 2002 and 2001. The allowance for mortgage
loan losses at December 31, 2002 remained unchanged from 2001 at $10.5.

New Accounting Standards
See discussion of new accounting standards in Note 1 of the Notes to Consolidated Financial Statements.
Dividends

Safeco has paid cash dividends continuously since 1933. Common stock dividends paid to shareholders were
$0.74 per share in 2002 compared with $0.93 in 2001 and $1.48 in 2000. Dividends are funded with dividends
to the parent company from operating subsidiaries. We expect to continue paying dividends in the foreseeable
future. However, payment of future dividends is subject to the discretion of our board of directors and will depend
upon many factors, including our financial condition, earnings, capital requirements of our operating subsidiaries,
legal requirements, regulatory constraints and other such factors as our board of directors deems relevant. Due to
underlying business conditions in 2001 and 2000, in February 2001 our board of directors reduced the quarterly
dividend from $0.37 to $0.185 per share.
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ITEM 7A - QUANTITATIVE AND QUALITATIVE DISCLOSURES ABQUT MARKET RISK

iarket Risk Disclosures for Financial instruments

The first column of the following table under each year shows the fair values of certain of Safeco’s financial
instruments as of December 31, 2002 and 2001. The second column shows the effect on current fair values
assuming a 100 basis point increase in market interest rates and the third column shows the effect of a 10%
decline in equity prices (sensitivity analysis).

2002 2001
DECEMBER 31 increase {Decrease) in Asset or Liability  increase (Decrease) in Asset or Liability
Change in Change in
Fair Interest Change in Fair Interest Change in
Value Rates Equity Prices Value Rates Equity Prices
FINANCIAL ASSETS
Fixed Maturities $24,278.0 $(1,536.4) $ — $21,444.1 $(1,317.6) $ —
Marketable Equity Securities 1,082.5 — (110.0) 1,596.4 — (159.4)
Mortgage Loans 1,006.1 (58.0) — 928.0 (51.8) —
Separate Account Assets 899.2 — — 1,208.1 — —
Derivative Financial Instruments
Interest Rate Swaps 69.7 (54.3) — 49.8 (6.8) —_
Options/Futures 10.6 0.1 —_ 119 0.1 —
FINANCIAL LIABILITIES
Funds Held under Deposit Contracts 16,7184 (730.5) — 14,3137 (602.7) —
Commercial Paper — —_ — 299.0 — —
7.875% Notes Due 2003 302.0 (0.8) — 311.2 (3.5) —
7.875% Notes Due 2005 201.7 (0.5) — 206.6 (2.4) —
6.875% Notes Due 2007 206.9 7.7 — 196.2 (8.6) —
7.25% Notes Due 2012 394.6 (26.3) — — — —
Other Debt 30.0 — —_ 76.0 (0.3) —
Separate Account Liabilities 899.2 — — 1,208.1 —_ —
Derivative Financial Instruments
Single Credit Default Swaps 20.0 (0.4) —_ 10.4 (0.4) —
Interest Rate Swaps 21.8 (18.4) — 18.0 (10.0) —
Options/Futures 37.3 (0.2) 2.3 47.1 (0.1) 2.1
Capital Securities 849.9 (99.3) — 727.3 (75.3) —

Market risk means the potential loss from adverse changes in market prices and interest rates. In addition to market
risk, Safeco is exposed to other risks, including the credit risk related to its financial instruments and the
underlying insurance risk related to its core businesses. The sensitivity analysis above summarizes only the
exposure to market risk related to recorded financial assets and liabilities.

Safeco manages its market risk by matching the projected cash inflows of assets with the projected cash outfiows of
liabilities of its investment and financial products (e.g., annuities, retirement services products). For all of its
financial assets and liabilities, Safeco seeks to maintain reasonable average durations, consistent with the
maximization of income without sacrificing investment quality and providing for liquidity and diversification. Safeco
uses certain derivative financial instruments to increase its matching of cash flows. For example, S&P 500 call
option contracts and futures are purchased to hedge the liability of Life & Investments EIA products.

The estimated fair values at the adjusted market rates (assuming a 100 basis point increase in market interest
rates) are calculated using discounted cash flow analysis and duration modeling, where appropriate. The estimated
values do not consider the effect that changing interest rates could have on prepayment activity (e.g., CMOs and
annuities).

This sensitivity analysis provides only a limited, point-in-time view of the market risk sensitivity of certain of
Safeco's financial instruments. The actual impact of market interest rate and price changes on the financial
instruments may differ significantly from those shown in the sensitivity analysis. The sensitivity analysis is further
limited as it does not consider any actions Safeco could take in response to actual and/or anticipated changes in
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interest rates and equity prices. As allowed under the guidance for these disclosures, certain financial instruments
(e.g., policy loans) are not required to be included in the sensitivity analysis. In addition, certain non-financial
instruments (e.g., insurance liabilities) are excluded from the sensitivity analysis. Accordingly, any aggregation of
the estimated fair value amounts or adjusted fair value amounts would not represent the underlying fair value of net
equity.

ITEM 8 - FINANCIAL STATEMENTS AND SUPPLEMENTARY DATA

The consolidated financial statements and schedules listed in the Index to Financial Statements, Schedules and
Exhibits on page FS-1 are filed as part of this report.

{TEWM 9 - CHANGES IN AND DISAGREEMENTS WITH ACCOUNTANTS ON ACCOUNTING AND FINANCIAL
DISCLOSURE

None.
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Safeco Corporation and Subsidiaries

Part 11t

The definitive proxy statement to be filed within 120 days after December 31, 2002 is incorporated herein by
reference to the extent necessary to fulfill the requirements of item 10 (except for the portion of Item 10 relating to
executive officers), Item 11, Item 12 (except for the disclosure relating to equity compensation plans which is
included in Part i1, Item 12 in this Form 10-K) and Item 13 below.

ITEM 10 - DIRECTORS AND EXECUTIVE OFFICERS OF THE REGISTRANT
ITEM 11 - EXECUTIVE COMPENSATION

ITEM 12 - SECURITY OWNERSHIP OF CERTAIN BENEFICIAL OWNERS AND MANAGEMENT AND RELATED
SHAREHOLDER MATERIAL

The following table provides information as of December 31, 2002 about the number of shares of Safeco’s common
stock that may be issued upon the exercise of outstanding stock awards under our existing equity compensation
plans and the number of shares remaining available for future issuance. Our shareholder approved equity
compensation plans consist of our 1987 Long-term Incentive Plan and our 1997 Long-term Incentive Plan. All of
our equity compensation plans have been approved by our shareholders. Column (a) does not include outstanding
performance share rights. Column (b) states the weighted average exercise price for the outstanding options under
our shareholder approved plans. Column (¢) includes the aggregate number of shares available for future issuance
under our 1997 Long-term Incentive Plan only, as no shares remain available for issuance under our 1987 Long-
term [ncentive Plan.

Weighted-average exercise | Number of securities remaining available

Number of securities to be issued price of outstanding for future issuance under equity
upon exercise of outstanding options, warrants and compensation plans, excluding
Plan Category options, warrants and rights (a) rights {b) securities reflected in column (a) (c)

Equity compensation plans
approved by security
holders 5,631,307 $32.20 6,111,292

Equity compensation plans
not approved by security
holders — — —

Total 5,631,307 $32.20 6,111,292

(1) Certain of the securities remaining available for issuance are subject to an automatic grant program for our non-management directors that
provides for automatic grants of restricted stock rights for 2,500 shares annually to each of our non-management directors. This amount also
includes 298,437 shares that may be issued upon settlement of performance stock rights and restricted stock rights.

ITEM 13 - CERTAIN RELATIONSHIPS AND RELATED TRANSACTIONS
ITEM 14 - CONTROLS AND PROCEDURES

(@) Disclosure Controls and Procedures. Within the 90 days before the date of this Form 10-K, we evaluated the
effectiveness of the design and operation of our “disclosure controls and procedures”. Safeco conducted this
evaluation under the supervision and with the participation of management, including our Chief Executive Officer,
Chief Financial Officer and our disclosure committee.

(i) Definition of Disclosure Controls and Procedures. Disclosure controls and procedures are controls and other
procedures that are designed with the objective of ensuring that information required to be disclosed in our
periodic reports filed under the Exchange Act, such as this report, is recorded, processed, summarized and
reported within the time periods specified in the SEC's rules and forms. As defined by the SEC, such
disclosure controls and procedures are also designed with the objective of ensuring that such information is
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accumulated and communicated to our management, including the Chief Executive Officer and Chief Financial
Officer, in such a manner as to allow timely disclosure decisions.

(ii) Limitations on the Effectiveness of Disclosure Controls and Procedures and Internal Controls. Safeco
recognizes that a system of disclosure controls and procedures (as well as a system of internal controls), no
matter how well conceived and operated, cannot provide absolute assurance that the objectives of the system
are met. Further, the design of such a system must reflect the fact that there are resource constraints, and the
benefits of controls must be considered relative to their costs. Because of the inherent limitations in alf control
systems, no evaluation of controls can provide absolute assurance that all control issues have been detected.
These inherent limitations include the realities that judgments in decision-making can be faulty, and that
breakdowns can occur because of simple error or mistake. Additionally, controls can be circumvented in a
number of ways. Because of the inherent limitations in a cost-effective control system, system failures may
occur and not be detected.

(iii) Conclusions with Respect to Our Evaluation of Disclosure Controls and Procedures. Subject to the
limitations described above, our Chief Executive Officer and Chief Financial Officer have concluded that our
disclosure controls and procedures are effective in timely alerting them to material information relating to
Safeco required to be included in Safeco’s periodic SEC filings.

(b) Changes in Internal Controls. There have been no significant changes in Safeco's internal controls or in other
factors that could significantly affect these controls subsequent to the date of their evaluation.
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Safeco Corporation and Subsidiaries

Part IV

ITEM 15 - EXHIBITS, FINANCIAL STATEMENT SCHEDULES AND REPORTS ON FORM 8-K

(a) (1) - Financial Statements

(a) (2) - Financial Statement Schedules

(a) (3) — Exhibits

The financial statements, financial statement schedules and exhibits listed in the Index to Financial
Statements, Schedules and Exhibits on page FS-1 are filed as a part of this report.

(b) Reports on Form 8-K

Safeco filed the following Forms on 8-K during the quarter ended December 31, 2002 and for the period up to the
filing date of this Form 10-K.

Filing dated

Under

Filing related to

October 28, 2002

November 8, 2002

November 15, 2002

December 19, 2002

January 27, 2003

January 28, 2003

January 29, 2003

ltem 5 (Other Events)

ltem 5 (Other Events)

Item 5 (Other Events)
ltem 7 (Financial
Statements)

item 5 (Other Events)
Item 5 (Other Events)
item 5 (Other Events)
Item 7 (Financial
Statements)

Item 5 (Other Events)

Item 7 (Financial
Statements)

Earnings press release for quarter ended September 30, 2002.

Announcement relating to the appointment of Mike McGavick as Chairman of the
board of Safeco Corporation,

Information and agreements for Form S$-3, originally filed on May 7, 2002.

Announcement naming Kerry Killinger as Director effective January 1, 2003.
Earnings press release for quarter ended December 31, 2002.

Information and agreements for Form S-3, originally filed December 30, 2002.

Information and agreements for Form S$-3, originally filed on December 30,
2002.
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Safeco Corporation and Subsidiaries

Signatures

Pursuant to the requirements of Section 13 or 15(d) of the Securities Exchange Act of 1934, the registrant has
duly caused this report to be signed on its behalf by the undersigned, thereunto duly authorized on March 19,
2003.

Safeco Corporation

Registrant
/s/ MICHAEL S. MCGAVICK

Michael S. McGavick, Chairman and Chief
Executive Officer

Pursuant to the requirements of the Securities Exchange Act of 1934, this report has been signed below by the
following persons on behalf of the Registrant and in the capacities indicated on March 19, 2003.

Name

Title

Isf

MICHAEL S. MCGAVICK

/s/

Michael S. McGavick
CHRISTINE B. MEAD

s/

Christine B. Mead
RICHARD M. LEVY

s/

Richard M. Levy
JOSEPH W. BROWN

/s/

Joseph W. Brown
PHYLLIS J. CAMPBELL

s/

Phyllis J. Campbell
ROBERT S. CLINE

/s/

Robert S. Cline
JOSHUA GREEN 11

/sl

Joshua Green ||

KERRY KILLINGER

/s/

Kerry Killinger

WILLIAM W. KRIPPAEHNE, JR.

/s/

William W. Krippaehne, Jr.

WILLIAM G. REED, JR.

/s/

William G. Reed, Jr.
NORMAN B. RICE

/s/

Norman B. Rice

JUDITH M. RUNSTAD

s/

Judith M. Runstad
PAUL W. SKINNER
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Paul W. Skinner

Chairman and Chief Executive Officer
Senior Vice President, Chief Financial Officer and
Secretary

Vice President, Controller and Chief Accounting

Officer

Director

Director

Director

Director

Director

Director

Lead Director

Director

Director

Director
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Safeco Corporation and Subsidiaries

Certification of Chief Executive Officer

I, Michael S. McGavick, certify that:

1.

SAFECO 2002 FORM 10-K

I have reviewed this annual report on Form 10-K of Safeco Corporation;

Based on my knowledge, this annual report does not contain any untrue statement of a material fact
or omit 1o state a material fact necessary to make the statements made, in light of the circumstances
under which such statements were made, not misleading with respect to the period covered by this
annual report;

Based on my knowledge, the financial statements, and other financial information included in this
annual report, fairly present in all material respects the financial condition, results of operations and
cash flows of the registrant as of, and for, the periods presented in this annual report;

The registrant’s other certifying officers and | are responsible for establishing and maintaining
disclosure controls and procedures (as defined in Exchange Act Rules 13a-14 and 15d-14) for the
registrant and have:

a) designed such disclosure controls and procedures to ensure that material information relating to
the registrant, including its consolidated subsidiaries, is made known to us by others within those
entities, particularly during the period in which this annual report is being prepared; -

b) evaluated the effectiveness of the registrant’s disclosure controls and procedures as of a date
within 90 days prior to the filing date of this annual report (the “Evaluation Date”); and

c) presented in this annual report our conclusions about the effectiveness of the disclosure controls
and procedures based on our evaluation as of the Evaluation Date;

The registrant’s other certifying officers and { have disclosed, based on our most recent evaluation, to
the registrant’s auditors and the audit committee of registrant’s board of directors (or persons
performing the equivalent functions):

a) all significant deficiencies in the design or operation of internal controls which could adversely
affect the registrant’s ability to record, process, summarize and report financial data and have
identified for the registrant’s auditors any material weaknesses in internal controls; and

b) any fraud, whether or not material, that involves management or other employees who have a
significant role in the registrant’s internal controls; and

The registrant’s other certifying officers and | have indicated in this annual report whether there were
significant changes in internal controls or in other factors that could significantly affect internal
controls subseguent to the date of our most recent evaluation, including any corrective actions with
regard to significant deficiencies and material weaknesses.

Date: March 19, 2003 fsf  MICHAEL S. MCGAVICK

Michael S. McGavick
Chairman and Chief Executive Officer




Safeco Corporation and Subsidiaries

Certification of Chief Financial Officer

I, Christine B. Mead, certify that:

| have reviewed this annual report on Form 10-K of Safeco Corporation;

Based on my knowledge, this annual report does not contain any untrue statement of a material fact
or omit to state a material fact necessary to make the statements made, in light of the circumstances
under which such statements were made, not misieading with respect to the period covered by this
annual report;

Based on my knowledge, the financial statements, and other financial information inciuded in this
annual report, fairly present in all material respects the financial condition, results of operations and
cash flows of the registrant as of, and for, the periods presented in this annual report;

The registrant's other certifying officers and | are responsible for establishing and maintaining
disclosure controls and procedures (as defined in Exchange Act Rules 13a-14 and 15d-14) for the
registrant and have:

a) designed such disclosure controls and procedures to ensure that material information relating to
the registrant, inciuding its consolidated subsidiaries, is made known to us by others within those
entities, particularly during the period in which this annua! report is being prepared;

b) evaluated the effectiveness of the registrant’s disclosure controls and procedures as of a date
within 90 days prior to the filing date of this annual report (the “Evaluation Date”); and

c) presented in this annual report our conclusions about the effectiveness of the disclosure controls
and procedures based on our evaluation as of the Evaluation Date;

The registrant’s other certifying officers and | have disclosed, based on our most recent evaluation, to
the registrant’s auditors and the audit committee of registrant’s board of directors (or persons
performing the equivalent functions):

a) all significant deficiencies in the design or operation of internal controls which could adversely
affect the registrant’s ability to record, process, summarize and report financial data and have
identified for the registrant’s auditors any material weaknesses in internal controls; and

b) any fraud, whether or not material, that involves management or other employees who have a
significant role in the registrant’s internal controls; and

The registrant’s other certifying officers and | have indicated in this annual report whether there were
significant changes in internal controls or in other factors that could significantly affect internal
controls subsequent to the date of our most recent evaluation, inciuding any corrective actions with
regard to significant deficiencies and material weaknesses.

Date: March 19, 2003 /s/ CHRISTINE B. MEAD

Christine B. Mead
Senicr Vice President,
Chief Financial Officer and Secretary
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Safeco Corporation and Subsidiaries

Management’s Report

The management of Safeco is responsible for the consolidated financial statements, related notes and all other
information presented in this annual report. The consolidated financial statements have been prepared in
conformity with accounting principles generally accepted in the United States appropriate in the circumstances and
include amounts based on the best estimates and judgments of management.

In order to safeguard assets and to maintain the integrity and objectivity of data in these consolidated financial
statements, Safeco maintains a comprehensive system of internal accounting controls. These controls are supported
by the careful selection and training of qualified personnel, by the appropriate division of duties and responsibilities
and by written policies and procedures. In addition, an integral part of the comprehensive system of internal control
is an effective internal audit department. Safeco’s Internal Audit Department systematically evaluates the adequacy
and effectiveness of internal accounting controls and measures adherence to established policies and procedures.

The consclidated financial statements for the years ended December 31, 2002, 2001 and 2000 have been audited
by Ernst & Young LLP, independent auditors. Their audits were performed in accordance with auditing standards
generally accepted in the United States and included a review of the system of internal accounting controls to the
extent necessary to express an opinion on the consolidated financial statements.

The Audit Committee of the Board of Directors, comprised solely of outside directors, meets regularly with the
independent auditors, management and internal auditors to review the scope and results of the audit work
performed. The independent auditors have unrestricted access to the Audit Committee, without the presence of
management, to discuss the results of their audit, the adequacy of internal accounting controls and the quality of
accounting policies and financial reporting.

The management of Safeco believes that as of December 31, 2002, its system of internal controls is adequate to
accomplish the objectives discussed herein.

Al fAGmr o
Mike McGavick
Chairman and Chief Executive Officer
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Safeco Corporation and Subsidiaries

Index to Financial Statements, Schedules and Exhibits

Page
Audited Consolidated Financial Statements
Report of Independent Auditors FS-2
Consolidated Statements of Income (Loss) FS-3
Consolidated Balance Sheets FS-4
Consolidated Statements of Cash Flows FS-6
Consolidated Statements of Cash Flows —

Reconciliation of Net Income (Loss) to Net Cash Provided by Operating Activities FS-7
Consolidated Statements of Shareholders’ Equity FS-8
Consolidated Statements of Comprehensive Income (Loss) FS-8
Notes to Consolidated Financial Statements FS-9
Financial Statement Schedules
I Summary of Investments — Other Than Investments in Related Parties S-1
Il Condensed Financial Information of the Registrant

Condensed Statements of Income (Loss) S-2

Condensed Balance Sheets S-3

Condensed Statements of Cash Flows S-4

Condensed Statements of Cash Flows -

Reconciliation of Net Income (Loss) to Net Cash Provided by Operating Activities S-5

Il Supplemental Insurance {nformation S-6
IV Reinsurance S-12
VI Supplemental Information Concerning Consolidated Property & Casualty Insurance Operations S-13
Exhibits
Index to Exhibits E-1
12 Computation of Ratio of Earnings (Loss) to Fixed Charges E-5
21 Subsidiaries of the Registrant E-6

Schedules other than those listed above are omitted because they are not applicable or the information is otherwise contained in
the Consolidated Financial Statements.
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Safeco Corporation and Subsidiaries

Report of Ernst & Young LLP Independent Auditors

Board of Directors and Shareholders of Safeco Corporation:

We have audited the accompanying consolidated balance sheets of Safeco Corporation and its subsidiaries as of
December 31, 2002 and 2001, and the related consolidated statements of income (loss), comprehensive income
(loss), shareholders’ equity, and cash flows for each of the three years in the period ended December 31, 2002.
Our audits also included the financial statement schedules listed in the Index at Item 15(a). These financial
statements and schedules are the responsibility of the Company's management. Our responsibility is to express an
opinion on these financial statements and schedules based on our audits.

We conducted our audits in accordance with auditing standards generally accepted in the United States. Those
standards require that we plan and perform the audit to obtain reasonable assurance about whether the financial
statements are free of material misstatement. An audit includes examining, on a test basis, evidence supporting the
amounts and disclosures in the financial statements. An audit also includes assessing the accounting principles
used and significant estimates made by management, as well as evaluating the overall financial statement
presentation. We believe that our audits provide a reasonable basis for our opinion.

In our opinion, the financial statements referred to above present fairly, in all material respects, the consolidated
financial position of Safeco Corporation and its subsidiaries at December 31, 2002 and 2001, and the
consolidated results of their operations and their cash flows for each of the three years in the period ended
December 31, 2002, in conformity with accounting principles generally accepted in the United States. Also, in our
opinion, the related financial statement schedules, when considered in relation to the basic financial statements
taken as a whole, present fairly in all material respects the information set forth therein.

As described in Note 1 to the consolidated financial statements, Safeco Corporation and its subsidiaries changed
their method of accounting for goodwill in 2002 and 2001 and also changed their method of accounting for

derivative financial instruments in 2001.
W ¥ MLLP

Seattle, Washington
January 27, 2003
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Safeco Corporation and Subsidiaries

Consolidated Statements of income (Loss)

YEAR ENDED DECEMBER 31 2002 2001 2000
{In Miltions, Except Per Share Amounts)
REVENUES
Property & Casualty Earned Premiums $4,521.3 $4,472.8 $4,563.4
Life & Investments Premiums and Other Revenues 778.3 637.0 618.2
Net Investment Income 1,672.3 1,649.3 1,633.5
Net Realized Investment Gains 82.5 93.0 138.5
Other 10.7 10.4 20.5
Total 7,065.1 6,862.5 6,975.1
EXPENSES
Losses, Loss Adjustment Expenses and Policy Benefits 4,685.5 5,199.1 4,887.6
Other Underwriting and Operating Expenses 956.9 894.6 874.7
Amortization of Deferred Policy Acquisition Costs 859.6 824.5 834.2
Interest Expense 60.8 65.7 73.2
Intangibles and Goodwill Amortization 18.0 335 66.0
Goodwili Write-off — 1,214.1 —
Restructuring Charges 21.8 44.3 —
Total 6,602.6 8,275.8 6,835.7
Income (Loss) from Continuing Operations before Income Taxes, Distributions on

Capital Securities and Change in Accounting Principle 462.5 (1,413.3) 139.4
Provision (Benefit) for Income Taxes 116.6 (412.8) (7.3)
Income (Loss) from Continuing Operations before Distributions on Capital Securities

and Change in Accounting Principle 345.9 (1,000.5) 146.7
Distributions on Capital Securities, Net of Taxes (44.8) (44.8) (44.8)
Income (Loss) from Continuing Operations before Change in Accounting Principle 301.1 (1,045.3) 101.9
Income from Discontinued Credit Operations, Net of Taxes — 4.2 12.7
Gain from Sale of Credit Operations, Net of Taxes — 54.0 —
Income (Loss) before Cumulative Effect of Change in Accounting Principle 301.1 (987.1) 114.6
Cumulative Effect of Change in Accounting Principle, Net of Taxes — (2.1) —
Net Income (Loss) $ 301.1 $ (989.2) $ 1ll46
INCOME (LOSS) PER SHARE OF COMMON STOCK
Income (Loss) from Continuing Operations before Change in Accounting Principle $ 233 $ (818 §$ 0.80
Income from Discontinued Credit Operations, Net of Taxes — 0.03 0.10
Gain from Sale of Credit Operations, Net of Taxes — 0.42 —
Income (Loss) before Cumulative Effect of Change in Accounting Principle 2.33 (7.73) 0.90
Cumulative Effect of Change in Accounting Principle, Net of Taxes — (0.02) —
Net Income (Loss) Per Share of Common Stock ~ Diluted $ 2.33 $ (7.75) $ 0.90
Net Income {Loss) Per Share of Common Stock — Basic $ 233 $ (7.7% % 0.90
See notes to consolidated financia! statements.
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Safeco Corporation and Subsidiaries

Consolidated Balance Sheets

DECEMBER 31 2002 2001
(tn Millions)
ASSETS
Investments

Available-for-Sale Securities:

Fixed Maturities, at Fair Value (Cost or amortized cost: $22,646.1; $20,677.1) $24,278.0 $21,444.1
Marketable Equity Securities, at Fair Value (Cost: $777.2; $940.5) 1,0825 1,596.4

Mortgage Loans 925.9 924.2

Other Invested Assets 173.8 236.9

Short-Term Investments 311.0 672.9
Total Investments 26,771.2 24,8745
Cash and Cash Equivalents 188.5 269.3
Accrued Investment Income 336.3 323.8
Premiums and Service Fees Receivable 1,047.1 973.0
Other Notes and Accounts Receivable 162.3 163.4
Current Income Taxes Recoverable 26.2 —
Deferred Income Taxes Recoverable 124.6 319.0
Reinsurance Recoverables 578.8 523.2
Deferred Policy Acquisition Costs 626.3 626.8
Land, Buildings and Equipment for Company Use

(At cost less accumulated depreciation: $319.7; $285.0) 488.7 552.0
Intangibies and Goodwill 190.0 149.4
Other Assets 259.8 110.0
Securities Lending Collateral 2,857.0 1,636.2
Separate Account Assets 898%.2 1,208.1
Total Assets $34,656.0 $31,728.7

See notes to consolidated financial statements.
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Safeco Corporation and Subsidiaries

Consolidated Balance Sheets

DECEMBER 31 2002 2001
{In Mitlions}
LIABILITIES AND SHAREHOLDERS' EQUITY
Property & Casualty Loss and Loss Adjustment Expense Reserves $ 4,998.5 $ 5,053.7
Accident and Health Reserves 170.0 64.7
Life Policy Liabilities 339.9 327.1
Unearned Premiums 1,847.5 1,782.2
Funds Held Under Deposit Contracts 15,655.4 14,624.2
Debt 1,123.8 1,096.6
Current Income Taxes Payable — 348
Other Liabilities 1,389.3 1,423.0
Securities Lending Payable 2,957.0 1,636.2
Separate Account Liabilities 899.2 1,208.1
Total Liabilities 29,380.6 27,250.7
Commitments and Contingencies - —
Corporation-Obligated, Mandatorily Redeemable Capital Securities of Subsidiary Trust Holding

Solely Junior Subordinated Debentures of the Corporation (Capital Securities) 843.8 843.4
Preferred Stock, No Par value

Shares Authorized: 10

Shares Issued and Outstanding: None - —
Common Stock, No Par Value

Shares Authorized: 300

Shares Reserved for Options: 12.0; 6.4

Shares Issued and Outstanding: 138.2; 127.7 1,178.1 841.9
Retained Earnings 2,072.2 1,875.9
Accumulated Other Comprehensive Income, Net of Taxes 1,181.3 916.8
Total Shareholders’ Equity 4,431.6 3,634.6
Total Liabilities and Shareholders’ Equity $34,656.0 $31,728.7

See notes to consolidated financial statements.
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Safeco Corporation and Subsidiaries

Consolidated Statements of Cash Flows

YEAR ENDED DECEMBER 31 2002 2001 2000
{In Millions) )

OPERATING ACTIVITIES

insurance Premiums Received $5027.9 $4,873.8 $4,890.2
Dividends and Interest Received 1,570.0 1,547.1 1,584.5
Other Operating Receipts 188.9 190.2 190.7
Insurance Claims and Policy Benefits Paid (3,872.7) (4,074.5) (4,156.5)
Underwriting, Acquisition and Insurance Operating Costs Paid (1,695.0) (1,751.1) (1,652.8)
Interest Paid and Distributions on Capital Securities (135.2) (127.1) (139.1)
Other Operating Costs Paid (115.2) (88.3) (104.6)
Income Taxes (Paid) Refunded (114.8) (41.3) 6.9
Net Cash Provided by Operating Activities 853.9 528.8 619.3

INVESTING ACTIVITIES
Purchases of

Fixed Maturities Available-for-Sale (6,798.6) (3,988.5) (3,604.0)
Fixed Maturities Held-to-Maturity — — (2.2)
Equity Securities Available-for-Sale (241.3) (364.6) (372.6)
Other Invested Assets (204.4) (110.0) (220.9)
Issuance of Mortgage Loans (95.6) (164.4) (112.5)
issuance of Policy Loans (24.6) (26.8) (28.6)
Maturities of Fixed Maturities Available-for-Sale 1,899.4 1,443.7 972.2
Maturities of Fixed Maturities Held-to-Maturity — — 8.7
Sales of
Fixed Maturities Available-for-Sale 2,854.0 2,418.0 2,265.4
Fixed Maturities Held-to-Maturity — — 0.1
Equity Securities Available-for-Sale 534.8 437.6 661.7
Other Invested Assets 57.4 172.7 328.7
Repayment of Mortgage Loans 99.4 58.8 56.1
Repayment of Policy Loans 26.6 26.1 27.4
Net Decrease (Increase) in Short-Term Investments 361.9 (436.1) 281.4
Proceeds from Sale of Credit Operations — 250.0 —
Other, Net 54.8 (75.5) (79.7)
Net Cash (Used in) Provided by Investing Activities (1,436.2) (359.0) 181.2
FINANCING ACTIITIES
Funds Received Under Deposit Contracts 1,352.7 1,051.1 1,266.0
Return of Funds Held Under Deposit Contracts (1,116.4) (1,301.1) (1,603.1)
Proceeds from Notes 371.8 — 300.0
Proceeds from Common Stock Offering 329.2 — —
Repayment of Notes (40.4) 6.2} 6.0)
Net Repayment of Commercial Paper (299.0) (46.6) (153.2)
Common Stock Reacquired (8.9) 8.1) (30.4)
Dividends Paid to Shareholders (94.6) (118.1) (189.4)
Other, Net 8.1 14,0 (5.0)
Net Cash Provided by (Used in) Financing Activities 501.5 (415.0) (421.1)
Cash Provided by (Used In) Discontinued Credit Operations — 328.2 (296.2)
Net (Decrease) Increase in Cash and Cash Equivalents (80.8) 83.0 83.2
Cash and Cash Equivalents at Beginning of Year 269.3 . 186.3 103.1
Cash and Cash Equivalents at End of Year $ 188.5 $ 269.3 $ 186.3

See notes to consolidated financial statements.
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Safeco Corporation and Subsidiaries

Consolidated Statements of Cash Flows -
Reconciliation of Net income (Loss) to Net Cash Provided by Operating Activities

YEAR ENDED DECEMBER 31 2002 2001 2000
(In Millions)
Net Income {Loss) $301.1 $ (989.2) $114.6

ADJUSTMENTS TO RECONCILE NET INCOME (LOSS)
TO NET CASH PROVIDED BY OPERATING ACTIVITIES

Goodwill Write-Off — 1,214.1 —
Income from Discontinued Credit Operations, Net of Taxes — 4.2) (12.7)
Gain from Sale of Credit Operations, Net of Taxes — (54.0) —
Cumulative Effect of Change in Accounting Principle, Net of Taxes — 2.1 —
Net Realized Investment Gains (82.5) (93.0) (139.5)
Amortization of Fixed Maturity {nvestments (66.6) (62.0) (41.6)
Amortization and Depreciation 93.6 102.1 121.2
Deferred Income Tax Provision (Benefit) 53.3 (405.2) (46.9)
Interest Expense on Deposit Contracts 829.9 7320 485.4
Other, Net (78.8) (94.9) (3.1
Changes in
Accrued Interest on Accrual Bonds {43.2) (42.8) (45.9)
Accrued investment income (12.8) 4.0 (3.7)
Deferred Policy Acquisition Costs 0.5 {21.4) (6.6)
Property & Casualty Loss and Loss Adjustment Expense Reserves (55.2) 422.1 234.2
Accident and Health Reserves 3.4 9.4 36.3
Life Policy Liabilities 10.1 (15.0) 60.6
Unearned Premiums 64.3 (54.3) (16.6)
Accrued Income Taxes (74.6) 9.1 22.5
Other Assets and Liabilities (88.9) (130.1) (138.9)
Total Adjustments 552.8 1,518.0 504.7
Net Cash Provided by Operating Activities $853.9 $ 5288 $619.3

There were no significant non-cash financing or investing activities for the years ended December 31, 2002, 2001 and 2000.

See notes to consclidated financial statements.
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Safeco Corporation and Subsidiaries

Consolidated Statements of Shareholders’ Equity

DECEMBER 31 2002 2001 2000
(In Millions Except Share Amounts)
COMMON STOCK
Balance at Beginning of Year $ 8419 $ 8345 % 841.7
Common Stock Offering 32%.2 — —
Stock Issued for Options and Rights 8.0 9.1 1.6
Common Stock Reacquired (2.0) (1.7) (8.8)
Balance at End of Year 1,178.1 841.9 834.5
RETAINED EARNINGS
Balance at Beginning of Year 1,875.9 2,966.4 3,062.7
Net income (Loss) 301.1 (989.2) 114.6
Amortization of Underwriting Compensation on Capital Securities (0.4) (0.4) (0.4)
Dividends Declared (96.5) (94.5) (188.9)
Common Stock Reacquired (7.9) (6.4) (21.6)
Balance at End of Year 2,072.2 1,875.9 2,966.4
ACCUMULATED OTHER COMPREHENSIVE INCOME, NET OF TAXES
Balance at Beginning of Year 916.8 894.9 389.7
Other Comprehensive Income 2645 21.8 505.2
Balance at End of Year 1,181.3 916.8 894.9
Shareholders' Equity $ 44316 $ 3,634.6 3 4,695.8
DECEMBER 31 2002 2001 2000
COMMON SHARES QUTSTANDING
Number of Shares Outstanding at Beginning of Year 127,733,251 127,649,087 128,925,000
Shares Issued for Stock Options and Rights 289,763 352,250 70,668
Common Stock Offering 10,465,000 — —
Shares Reacquired (302,418) (268,086) (1,346,581)
Number of Shares Outstanding at End of Year 138,195,596 127,733,251 127,649,087
Consolidated Statements of Comprehensive Income (Loss)
YEAR ENDED DECEMBER 31 2002 2001 2000
(In Millions)
Net Income (Loss) $ 301.1 3 (989.2) $ 114.6
Other Comprehensive Income, Net of Taxes
Change in Unrealized Appreciation of Investment Securities 361.6 78.7 595.9
Less Reclassification Adjustment for Net Realized Investment Gains
Included in Net Income (53.5) (61.5) (90.4)
Derivatives Qualifying as Hedges — Net Change in Value 1.6 12.0 —
Adjustment for Deferred Policy Acquisition Costs (29.3) (6.0) 0.1
Minimum Pension Liability (8.8) — —
Foreign Currency (7.1) (1.3) (0.4)
Other Comprehensive Income 284.5 21.9 505.2
Comprehensive Income (Loss) $ 5656 % (967.3) $ 619.8

See notes to consolidated financial statements.
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Safeco Corporation and Subsidiaries

Notes to Consolidated Financial Statements

(Dollar amounts in millions except per share data, unless noted otherwise)
NOTE 1 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

Nature of Operations

Safeco Corporation is a Washington corporation that has been in the insurance business since 1923. We operate
subsidiaries on a nationwide basis in segments of the insurance industry and other financial services-related
businesses. Our two principal businesses are (1) property and casualty insurance, including surety, and (2) life
insurance and asset management. These activities generated nearly all of our revenues in 2002.

Throughout our consolidated financial statements, Safeco Corporation and its subsidiaries are referred to as
“Safeco,” “we"” and “our.” The property and casualty businesses including surety, are referred to as “Property &
Casualty.” The life insurance and asset management businesses are referred to as “Life & Investments.” All other
activities, primarily the financing of our business activities, are collectively referred to as “Corporate.”

Basis of Consolidation and Reperting and Use of Estimates

The consolidated financial statements have been prepared in conformity with accounting principles generally
accepted in the United States (GAAP). The preparation of financial statements in conformity with GAAP requires
Safeco’s management to make estimates and assumptions that may affect the amounts reported in these
consolidated financial statements and accompanying notes. Actual results could differ from those estimates.

The consolidated financial statements include Safeco Corporation and its subsidiaries. All significant intercompany
transactions and balances have been eliminated in the consolidated financial statements.

Certain reclassifications have been made to the prior year amounts to conform to the current year presentation.

Revenue Recognition

Property and casualty insurance premiums are included in income as earned over the terms of the respective
policies. The unearned portion is determined on a daily pro rata basis and is reflected as a liability for unearned
premiums on the Consolidated Balance Sheets, before the effect of reinsurance.

Life insurance premiums for traditional individual life policies are reported as income when due from the
policyholder. These policies, which include whole life and guaranteed renewable term policies, are long-duration
contracts.

Premiums from group life and health policies are recognized in income as earned, over the life of the policy. The
portion of premiums unearned is reflected as a liability for unearned premiums on the Consolidated Balance
Sheets.

Premiums from universal life and investment-type contracts are reported as deposits to policyholders’ account
balances and reflected as liabilities rather than as premium income when received. Funds received under these
contracts were $1,352.7, $1,051.1 and $1,266.0 in 2002, 2001 and 2000, respectively. Revenues from these
contracts consist of amounts assessed during the period against policyholders’ account balances for mortality
charges, policy administration charges and surrender charges and are incfuded in Life & Investments premiums and
other revenues,

investment management and advisory fee revenues are recognized as other revenues when services are performed.
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Earnings Per Share

Basic earnings per share is calculated by dividing net income (loss) by the weighted-average number of common
shares outstanding. Diluted earnings per share reflects the potential diiution that could occur if options or other
dilutive instruments granted under Safeco’s stock-based compensation plans were exercised.

The computation of net income (loss) per share is presented below, based upon weighted-average common and
dilutive shares outstanding:

YEAR ENDED DECEMBER 31 2002 2001 2000

(In Millions Except Per Share Amounts)

Net Income (Loss) $301.1 $(989.2) $114.6
Average Number of Common Shares Outstanding 129.0 127.7 127.8
Basic Net Income {Loss) Per Share $ 2.33 $ (7.75) $ 0.90
Net Income (Loss) $301.1 $(989.2) $114.6
Average Number of Common Shares Outstanding 129.0 127.7 127.8
Additional Common Shares Assumed Issued Under Treasury Stock Method 0.3 — —
Average Number of Common Shares Qutstanding — Diluted 129.3 127.7 127.8
Diluted Net Income {Loss) Per Share $ 2.33 $ (7.75) $ 0.90

Due to the net loss in 2001, Safeco used basic weighted-average shares outstanding to calculate net income (loss)
per share of common stock. Using diluted weighted-average shares outstanding would have resulted in a lower net
foss per share of common stock.

Stock Compensation Expense

In 2002, Safeco continued to apply Accounting Principles Board (APB) Opinion 25 in accounting for its stock
options, as allowed under Financial Accounting Standards Board (FASB) Statement of Financial Accounting
Standards (SFAS) 123, as amended. Under APB 25, no compensation expense is recognized related to options
because the exercise price of Safeco’s employee stock options equals the fair market value of the underlying stock
on the date of grant.

If Safeco had elected to recognize stock compensation expense based on the fair value of stock options at grant
date as prescribed by SFAS 123, net income and basic and diluted earnings per share would have been reported in
the pro forma amounts as shown below. The increase in pro forma stock option expense in 2002 related to Safeco’s
one-time broad based bonus grant to all employees which vests over two years as well as a shift in Safeco’s
compensation programs to emphasize long-term incentives for those in leadership positions.

YEAR ENDED DECEMBER 31 . 2002 2001 2000
Reported Net Income (Loss) $301.1 $(989.2) $114.6
Proforma Stock Option Expense 14.0 4.4 3.8
Proforma Net Income (Loss) $287.1 $(993.6) $110.8

Earnings Per Share

YEAR ENDED DECEMBER 31 2002 2001 2000
Reported Net Income (Loss) $ 2.33 $ (7.75) $ 0.90
Proforma Stock Option Expense 0.11 0.03 0.03
Proforma Net Income (Loss) $ 2.22 $ (7.78) $ 0.87
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The Black-Scholes method was used to estimate the fair value of the options at grant date based on the following
factors:

YEAR ENDED DECEMBER 31 2002 2001 2000
Dividend Yield 2.5% 2.5% 3.5%
Expected Volatility 35.0% 350% 33.0%
Risk-free Interest Rate 2.6% 4.5% 5.0%
Expected Life 4 yrs 4.yrs 7yrs
Weighted-Average Fair Value at Grant Date $8 $7 $6

Safeco has decided to adopt SFAS 148 under the prospective basis transition method, effective January 1, 2003,
whereby stock options granted after January 1, 2003 will be expensed over the vesting period of the option. The
impact of this standard on Safeco’'s 2003 financial results is estimated at approximately $5.0 after tax in stock
compensation expense, which is less than the pro forma expense in 2002 due to the prospective basis transition
method, whereby no expense would be recognized for options granted prior to January 1, 2003.

investments

In accordance with the provisions of SFAS 115, “Accounting for Certain Investments in Debt and Equity
Securities,” Safeco classifies its investments into one of three categories: held-to-maturity, availabie-for-sale or
trading. Safeco determines the appropriate classification of both fixed maturities and equities at the time of
purchase and re-evaluates such designation as of each balance sheet date. Fixed maturity investments include
bonds, mortgage-backed securities and redeemable preferred stocks. All fixed maturity investments are classified as
available-for-sale and are carried at fair value. Net unrealized investment gains and losses related to available-for-
sale securities are reflected in shareholders’ equity {other comprehensive income), net of related deferred policy
acquisition costs and deferred income taxes.

For the mortgage-backed securities included in the fixed maturity investment portfolio, Safeco recognizes income
using a constant effective yield based on anticipated prepayments and the estimated economic life of the
securities. Quarterly, actual prepayments are compared to anticipated prepayments and the effective yield is
recalculated to reflect actual payments-to-date plus anticipated future payments. Any resulting adjustment is
included in net investment income.

Marketable equity securities are classified as available-for-sale and are carried at fair value, with changes in
unrealized appreciation and depreciation recorded directly to shareholders’ equity (other comprehensive income},
net of related deferred policy acquisition costs and deferred income taxes. Marketable equity securities include
common stocks and non-redeemable preferred stocks.

Derivative financial instruments are carried at fair value in accordance with the provisions of SFAS 133,
“Accounting for Derivative Instruments and Hedging Activities.” Derivatives that are highly effective and designated
as either fair value or cash flow hedges, receive hedge accounting treatment under SFAS 133. For derivatives
designated as fair value hedges, the changes in the fair value of both the derivative and the hedged items are
recognized in current earnings. For derivatives designated as cash flow hedges, the changes in fair value of the
derivative are recognized as a component of other comprehensive income, net of deferred income taxes, until the
hedged transaction affects current earnings. If a derivative is highly effective, but does not perfectly offset the
changes in fair value of the hedged transaction, the ineffective portion is recognized in current earnings. For
derivatives that do not quatify for hedge accounting treatment under SFAS 133, the changes in the fair value of
these derivatives are recorded in current earnings.

When the collectibility of interest income for fixed maturity investments is considered doubtful, they are ptaced on
non-accrual status and thereafter interest income is recognized only when payment is received.

We analyze all investments with a fair value below cost as of each quarterly reporting date to determine if an other
than temporary decline in value has occurred. The determination of whether a decline is other than temporary is

made based on the relevant facts and circumstances related to the security. These considerations include: (1) the
length of time and the extent to which the fair value has been less than cost; (2) the financial condition and near-
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term prospects of the issuer, including any specific evenis that influence the operations of the issuer or that affect
its future earnings potential; (3) our intent and ability to retain the investment for a period of time sufficient to
allow for a recovery in value; (4) a review of any downgrades of the security by a rating agency; and (5) any
reduction or elimination of dividends or non-payment of scheduled interest payments. Determining what constitutes
an other than temporary decline involves judgment. Declines in fair value below cost not considered other than
temporary in the current period could be considered other than temporary in a future period and reduce earnings to
the extent of the impairment.

Fair value amounts for financial instruments are determined using available third-party market information. When
such information is not available, the fair value amounts are determined using appropriate valuation methodologies
including discounted cash flows and market prices of comparable instruments. Our investment portfolio includes
$314.8 of fixed maturities that are not publicly traded. Fair values for these securities have been estimated using
quoted market prices of comparable instruments based on industry sector, credit quality and maturity and/or
internally prepared valuations using third party modeling tools, which also typically use comparable-instrument
pricing technigues based on industry sector, credit quality and maturity. Judgment is required in developing certain
of these estimates of fair value and the estimates may not represent amounts at December 31, 2002 that would be
realized in a current market exchange.

Safeco’s investment portfolio includes $21.1 of equity securities that are not publicly traded. Values for these
securities are primarily determined using independent pricing sources.

The cost of security investments sold is determined by the “identified cost” method.

Mortgage loans are carried at outstanding principal balances, less an allowance for mortgage loan losses. A
mortgage foan is considered impaired when it is probable that Safeco will be unable to collect principal and interest
amounts due according to the contractual terms of the mortgage loan agreement. For mortgage loans that are
determined to be impaired the difference between the amortized cost and fair value of the underlying collateral is
charged to the reserve.

Cash equivalents consist of short-term investments with original maturities of less than three months at the time of
purchase. Short-term investments are carried at cost, which approximates fair value.

Safeco engages in securities lending whereby certain securities from its portfolio are loaned to other institutions for
short periods of time. Initial collateral is required at 102% of the market value of a loaned security. The collateral
is deposited by the borrower with a lending agent and retained and invested by the lending agent to generate
additional income according to Safeco’s guidelines. The market value of the loaned securities is monitored on a
daily basis, with additional collateral obtained or refunded as the market value of the loaned securities fluctuates to
maintain a collateral value of 102%. The securities lending collateral and the corresponding securities lending
pavable are reported on the Consoclidated Balance Sheets as assets and liabilities, respectively.

fncome Taxes

Safeco files a consolidated life/non-life U.S. income tax return that includes all of its qualifying subsidiaries.
Income taxes have been provided using the liability method in accordance with SFAS 109, “Accounting for Income
Taxes.” The provision for income taxes comprises two components, amounts currently payable or receivable, and
deferred income taxes. Deferred federal income taxes arise from temporary differences between the tax basis and
the book basis of assets and liabilities.

Reinsurance
Safeco utilizes reinsurance agreements to manage our exposure to potential losses in our insurance operations.

Assets and liabilities related to reinsurance ceded contracts are reported on a gross basis on the Consclidated
Balance Sheets. Premiums, benefits and settlement expenses are reported net of reinsurance ceded on the
Consolidated Statements of Income (Loss). Reinsurance premiums, commissions, expense reimbursements,
benefits and reserves related to reinsured business are accounted for on bases consistent with those used in
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accounting for original policies issued and the terms of the reinsurance contracts. Safeco remains liable to its
policyholders to the extent that counterparties to reinsurance ceded contracts do not meet their contractual
obligations.

Deferred Policy Acquisition Costs
Property & Casualty

Certain costs, including commissions, premium taxes, underwriting and policy issuance costs, that vary with and
are refated primarily to the acquisition of Property & Casualty insurance business are deferred and amortized over
the period the related premiums are earned. Acquisition costs deferred are recorded net of acquisition costs ceded
to reinsurers. Every quarter, we evaluate deferred policy acquisition costs (DAC) for recoverability by comparing the
unearned premium to the total expected claim costs and related expenses. Adjustments, if necessary, would be
recorded in current operations. The assessment of recoverability is performed at the following levels — total personal
lines, total commercial lines and surety - this is consistent with our approach to acquiring and servicing the
underlying policies. We include anticipated investment income, as permitted under SFAS 60, “Accounting and
Reporting by Insurance Enterprises,” in the determination of the recoverability of DAC, by estimating investment
income over the claims-paying period of the underlying policies. Our DAC asset for Property & Casualty at
December 31, 2002 and 2001 was $332.9 and $322.7, respectively.

Life & Investments

Life & Investments product acquisition costs, principally commissions and other underwriting costs that vary with
and are primarily related to the production of business, are deferred. Acquisition costs for deferred annuity
contracts and universal life insurance policies are amortized over the lives of the contracts or policies in proportion
to the present value of estimated future gross profits of each of these product lines. In this estimation process we
make assumptions as to surrender rates, mortality experience and investment performance. Actual profits can vary
from our estimates and can thereby result in increases or decreases to DAC amortization rates. We regularly
evaluate our assumptions and, when necessary, revise the estimated gross profits of these contracts; resulting
adjustments to DAC amortization are recorded in earnings when such estimates are revised. The unamortized
balance of DAC is adjusted for the impact on estimated future gross profit as if net unrealized appreciation and
depreciation on securities had been realized as of the balance sheet date. The impact of this adjustment, net of tax,
is included in accumulated other comprehensive income in Shareholders’ Equity.

Acquisition costs for traditional life insurance policies are amortized over the premium paying period of the related
policies using assumptions consistent with those used in computing policy benefit liabilities. Acquisition costs for
group life and medical policies are amortized over the policy term. Our DAC asset for Life & Investments at
December 31, 2002 and 2001 was $293.4 and $304.1, respectively.

Land, Buildings and Equipment

Land, buildings and equipment used in operations, including certain costs incurred to develop or purchase
computer software for internal use, are capitalized and carried at cost less accumulated depreciation.

Safeco provides depreciation and amortization on buildings for company use, equipment and capitalized software at
various rates based on estimated useful lives using the straight-line method. Depreciation and amortization expense
was $75.6, $68.6 and $55.2 for 2002, 2001 and 2000, respectively.

intangibles and Goodwill

Goodwill represents the excess of the cost of businesses acquired over the fair value of their net assets, including
separately identifiable intangibles. Effective with Safeco’s January 1, 2002 adoption of SFAS 141, “Business
Combinations” and SFAS 142, “Goodwill and Other Intangible Assets,” goodwill is no longer amortized, but is
reviewed annually for impairment, or more frequently if impairment indicators arise. Other purchased intangible
assets are amortized over their estimated useful lives unless they are deemed to have indefinite useful lives.
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Effective March 31, 2001, Safeco elected to change its accounting policy for assessing goodwill from one based on
undiscounted cashflows to one based on a market-value method. The market-value method was determined to be a
preferable way to assess the current value of goodwill. As a result, Safeco recorded a goodwill write-off of $1,201.0
($916.9 after-tax) in the first quarter of 2001.

Separate Accounts

Separate account assets and liabilities reported in the accompanying Consolidated Balance Sheets represent funds
that are administered and invested by Safeco to meet specific investment objectives of the contracthclders. Net
investment income and net realized and unrealized investment gains and losses generally accrue directly to such
contractholders who bear the investment risk, subject in some cases to minimum guaranteed rates. The assets of
each separate account are legally segregated and are not subject to claims that arise out of other business of
Safeco. Separate account assets are reported at fair value. Deposits, net investment income and net realized and
unrealized investment gains and losses of separate accounts are not included in Safeco’s revenues. Fees charged to
contractholders include mortality, policy administration and surrender charges, and are included in Life &
Investments premiums and other revenues.

Property & Casually Loss and Loss Adjustment Expense Reserves

Safeco’s consolidated financial statements include estimated reserves for unpaid losses and related claim
settlement or loss adjustment expenses (LAE) of our Property & Casualty businesses. We set loss and LAE reserves
at each balance sheet date at management’s best estimate of the ultimate payments that will be made to settle all
losses incurred at that date and to pay related expenses.

When claims for losses that are covered by Safeco’s insurance policies are reported to us, our claim adjusters
establish a reserve for the expected cost to settle the claim, including estimates of any related legal expenses and
other costs associated with resolving the claim. These reserves are called “case basis” reserves. In addition, at the
end of each reporting period, certain losses wilt have occurred that have not yet been reported to Safeco.
Accordingly, we set up reserves for such incurred but not reported losses (IBNR) and related LAE.

The process of estimating loss and LAE reserves invoives significant judgment and is complex and imprecise due to
the number of variables and assumptions inherent in the estimation process. These variables include the effects on
ultimate loss payments of internal factors such as changes in claims handling practices and changes in business
mix, as well as external factors such as trends in loss costs, economic inflation, judicial trends and legislative
changes. In addition, certain claims may be paid out over many years, for example, workers compensation medical
costs for severe injuries, and there may be significant lags between the occurrence of an insured event and the time
it is actually reported to us, contributing to the variability in estimating ultimate loss payments. Variables such as
these affect the reserving process in a variety of ways and the impacts of many of these variables cannot be directly
quantified, particularly on a prospective basis.

As a result of the inherent variability in estimating reserves, we use a number of actuarial techniques to estimate
loss and LAE reserves. Standard actuarial techniques rely on the premise that historic loss experience can be used
to estimate future loss experience. However, Safeco has undergone substantial transformation since 2000,
including new product launches, changes in underwriting criteria and improvements in claim handling practices.
These actions serve to improve business performance but also affect loss trends and actuarial data. As a result,
Safeco has employed a more sophisticated set of actuarial techniques to assess the variables affecting loss
experience in certain lines of business and applied multiple actuarial techniques to lines with the greatest volatility.
In some cases, these actuarial techniques produce a cluster of estimates, giving management confidence that the
reserve estimate is within a relatively tight band of possible outcomes. In other cases, however, additional
techniques produce conflicting results. Management reviews reserve indications and the assumptions underlying
them in applying the judgments necessary to determine its best estimate for Safeco’s carried reserves.

Due to the assumptions and judgments inherent in the estimation of loss and LAE reserves, actual experience may
differ from these estimates. We refine reserve estimates in an ongoing quarterly process as experience develops. We
record adjustments to reserves in our results of operations in the periods in which we change the estimate.

We do not discount any of our reserves.

FS-14 SAFECQ 2002 FORM 10-K




We reduce these reserves by amounts that we expect to recover from salvage and subrogation. These recoveries are
accrued on an individual case basis for large claims, and actuarial estimation procedures are used for smaller
claims.

Life Policy Liabilities

Liabilities for fixed deferred annuity contracts and guaranteed investment contracts are equal to the accumulated
account value of such policies or contracts as of the valuation date. Liabilities for universal life insurance policies
are equal to the accumulated account value plus a mortality reserve as of the valuation date. For structured
settlement annuities, future benefits are either fully guaranteed or are contingent on the survivorship of the
annuitant. Contingent future benefits are discounted with best-estimate mortality assumptions, which include
provisions for longer life spans over time. The interest rate pattern used to calculate the reserve for a structured
settlement policy is set at issue. The pattern varies over time starting with interest rates that prevailed at issue and
grading to a future level. On average, the current reserve has near term benefits discounted at 8.03% and long term
benefits discounted at 7.25%.

Liabilities for future policy benefits under traditional individual life and group life insurance policies have been
computed on the level premium method, which uses a level premium assumption to fund reserves. The level
premiums are selected so that the actuarial present value of future benefits equals the actuarial present value of
future premiums. The interest, mortality and persistency assumptions are set in the year of issue and include a
provision for adverse deviation. These liabilities are contingent upon the death of the insured while the policy is in
force. Mortality assumptions are derived from both company-specific and industry statistics. Future benefits are
discounted at interest rates that vary by year of policy issue and average 4.60%.

Accident and Health Reserves

Accident and health reserves primarily represent liabilities for claims under group medical coverages and are
established on the basis of reported losses (“case basis” method). Provision is also made for IBNR claims, based on
historical experience. Estimates for reported but unpaid claims and IBNR are continually reviewed and any
necessary adjustments are reflected in current operating results.

Common Stock

The Washington Business Corporation Act provides that reacquired shares of a Washington State corporation revert
to the status of authorized but unissued shares. Accordingly, Safeco has reduced capital stock and retained
earnings to reflect the repurchase of shares and does not show treasury stock as a separate reduction to
shareholders’ equity. .

New Accounting Standards

FASB pronouncements which have recently affected Safeco or will in the near future are as follows:

SFAS 133, “Accounting for Derivative Instruments and Hedging Activities”

SFAS 133 was issued in June 1998, The Statement amends or supersedes several previous FASB statements and
requires recognizing all derivatives (including certain derivative instruments embedded in other contracts) as either
assets or liabilities in the statement of financial position at fair value. Derivatives are instruments whose value is
“derived” from an underlying instrument, index or rate, have a notional amount and can be net settled. The
accounting for changes in the fair value of a derivative depends on the use of the derivative and the nature of any
related hedge designation as discussed above.

SFAS 138, “Accounting for Certain Derivative Instruments and Certain Hedging Activities,” issued in June 2000,
addressed a limited number of implementation issues arising from SFAS 133.

Effective January 1, 2001, Safeco adopted SFAS 133, as amended. All derivatives, whether designated anew in

hedging relationships on January 1, 2001 or not, are required to be recorded on the Consolidated Balance Sheets
at fair value. If certain conditions are met, a derivative may be specifically designated as: (1) a hedge of the
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exposure to changes in the fair value of a recognized asset or liability (fair value hedge); (2) a hedge of the exposure
to variable cash flows of a forecasted transaction {cash flow hedge); or (3) a hedge of the foreign currency exposure
of a net investment in foreign operations. As result of this adoption, Safeco recorded a loss of $2.1 after tax, which
represents the cumulative effect to the Consolidated Statement of Income (Loss). In addition, Safeco recorded a
loss of $3.0 ($1.9 after tax) in accumulated other comprehensive income (OCl), as a result of the adoption of SFAS
133.

SFAS 141, “Business Combinations”

SFAS 141 was issued in July 2001. This statement changed the approach companies use to account for a business
combination by eliminating the pooling-of-interests method of accounting for business combinations and further
clarifies the criteria for recognizing intangible assets separately from goodwill. Safeco adopted this statement
effective July 1, 2001 with no impact on its consolidated financial statements.

SFAS 142, “Goodwill and Other Intangible Assets”

SFAS 142 was issued in July 2001. Under SFAS 142, goodwill and indefinite-lived intangible assets are no longer
amortized but are reviewed annually (or more frequently if impairment indicators arise) for impairment. Separable

intangible assets will continue to be amortized over their useful lives unless deemed to have an indefinite life. The
amortization provisions of SFAS 142 apply to goodwill and intangible assets acquired after June 30, 2001. Safeco
adopted SFAS 142 effective January 1, 2002 with no material impact on its consolidated financial statements.

SFAS 144, "Accounting for the Impairment or Disposal of Long-Lived Assets”

SFAS 144 was issued in October 2001. These rules supersede SFAS 121, “Accounting for the Impairment of Long-
Lived Assets and for Long-Lived Assets to Be Dispesed Of,” and provide a single accounting mode! for long-lived
assets to be disposed of. Safeco adopted SFAS 144 effective January 1, 2002 with no impact on its consolidated
financial statements.

SFAS 146, “Accounting for Costs Associated with Exit or Disposal Activities”

The FASB issued SFAS 146 in June 2002. The standard requires companies to recognize costs associated with exit
and disposal activities when they are incurred rather than the date of a commitment to an exit or disposal plan. The
standard is effective for exit or disposal activities that are initiated after December 31, 2002.

SFAS 148, “Accounting for Stock-Based Compensation ~ Transition and Disclosure”

SFAS 148 was issued in December 2002 and amends SFAS 123, “Accounting for Stock-Based Compensation,” to
provide alternative methods of transition to the fair value method of accounting for stock-based employee
compensation under SFAS 123. Effective January 1, 2003, Safeco will adopt the fair value method as defined in
SFAS 123 on the prospective basis transition method. The estimated impact of the adoption of this standard in
2003 will be $5.0 in stock compensation expense after tax.

FIN 46, “Consolidation of Yariabie Interest Entities”

FASB Interpretation No. 46 (FIN 46), “Consolidation of Variable Interest Entities,” was issued in January 2003.
FIN 46 requires existing unconsolidated variable interest entities to be consolidated by their primary beneficiary if
the entities do not effectively disperse risks among parties involved. The interpretation explains how to identify
variable interest entities, and how an enterprise assesses its interest in a variable interest entity in order to
determine whether to consolidate that entity. FIN 46 is effective immediately for variable interests created or
obtained after January 31, 2003, and in the interim period after June 15, 2003 for variable interests acquired
before February 1, 2003. We do not believe FIN 46 will have a significant impact on the consolidated financial
statements.
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NOTE 2 - INVESTMENTS

Fixed Maturities and Marketable Equity Securities

The following is a summary of fixed maturities and marketable equity securities.

Cost or Gross Gross Net
Amortized Unrealized Unrealized Unrealized Fair
DECEMBER 31, 2002 Cost Gains Losses Gains Value
Fixed Maturities
U.S. Government & Agencies $ 1,801.1 $ 277.0 $ 2.1 $ 274.9 $ 2,076.0
State and Political Subdivisions 2,386.2 259.3 (5.5) 253.8 2,640.0
Foreign Governments 284.6 92.4 — 92.4 377.0
Corporate Securities 13,003.0 $82.8 (296.8) 686.0 13,68%.0
Mortgage-Backed Securities 5,171.2 358.0 (33.2) 324.8 5,496.0
Total Fixed Maturities 22,646.1 1,969.5 (337.6) 1,631.9 24,278.0
Marketable Equity Securities 777.2 371.8 (66.5) 305.3 1,082.5
Total $23,423.3 $2,341.3 $(404.1) $1,937.2 $25,360.5
Cost or Gross Gross Net
Amortized Unrealized Unrealized Unrealized Fair
DECEMBER 31, 2001 Cost Gains Losses Gains Value
Fixed Maturities
U.S. Government & Agencies $ 1,408.1 $ 146.3 $ (2.1 $ 144.2 $ 1,552.3
State and Political Subdivisions 2,887.1 278.5 (23.4) 255.1 3,142.2
Foreign Governments 290.8 59.7 0.1) 59.6 350.4
Corporate Securities 11,508.8 430.7 (300.4) 130.3 11,639.1
Mortgage-Backed Securities 4,582.3 203.6 (25.8) 177.8 4,760.1
Total Fixed Maturities 20,677.1 1,1188 (351.8) 767.0 21,4441
Marketable Equity Securities 940.5 714.0 (58.1) 655.9 1,586.4
Total $21,617.6 $1,832.8 $(409.9) $1,422.9 $23,040.5

Fixed Maturities by Maturity Date

The cost or amortized cost and fair value of fixed maturities at December 31, 2002, by contractual years-to-
maturity, are presented below. Expected maturities will differ from contractual maturities because borrowers may
have the right to call or prepay obligations with or without prepayment penalties.

Cost or

Amortized Fair
DECEMBER 31, 2002 Cost Value
One Year or Less $ 1,017.7 $ 1,032.2
Over One Year Through Five Years 5,232.1 5,468.5
Qver Five Years Through Ten Years 2,916.5 3,0%6.0
Over Ten Years 8,308.6 9,185.3
Mortgage-Backed Securities 5,171.2 5,496.0
Total Fixed Maturities $22,646.1 $24,278.0
As of December 31, 2002 and 2001, the carrying value of securities on deposit with state regulatory authorities
was $427.9 and $355.1, respectively.
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Net Investment Income

The following is @ summary of consolidated net investment income.

YEAR ENDED DECEMBER 31 2002 2001 2000
Interest

Fixed Maturities $1,516.2 $1,450.6 $1,478.5

Mortgage Loans 73.0 68.3 65.6

Short-Term Investments 16.7 43.4 27.1
Dividends

Marketable Equity Securities 3%.4 38.2 47.6

Redeemable Preferred Stock 15.9 24.1 24.3
Other 22.1 36.6 1.7
Total Investment Income 1,683.3 1,661.2 1,644.8
investment Expenses (11.0) (11.9) (11.3)
Net Investment Income $1,672.3 $1,649.3 $1,633.5

The carrying value of investments in fixed maturities and mortgage loans that have not produced income for the last
twelve months is $48.3 at December 31, 2002.

Net Realized investment Gains (Losses)

YEAR ENDED DECEMBER 31 2002 2001 2000
NET REALIZED INVESTMENT GAINS (LOSSES)

Fixed Maturities $ (5.6) $(35.5) $(51.1)
Marketable Equity Securities 125.9 142.6- 190.6
Other Financial Instruments (37.8) (14.1) —
Net Realized Investment Gains Before Income Taxes $ 82,5 $ 93.0 $139.5

The proceeds from sales of investment securities and related gains (losses) before taxes for 2002, 2001 and 2000
are as follows:

Fixed

Maturities Marketable Other

Available- Equity Financial
YEAR ENDED DECEMBER 31, 2002 For-Sale Securities Instruments Total
Proceeds from Sales $2,824.0 $534.8 $ — $3,428.8
Gross Realized Investment Gains $ 2614 $232.0 $ 0.4 $ 493.8
Gross Realized Investment Losses (72.6) (69.6) (37.1) (179.3)
Net Realized Investment Gains (Losses) 188.8 162.4 (36.7) 314.5
Impairments (220.1) (38.4) — (258.5)
Other, Including Gains (Losses) on Calls and Redemptions 25.7 1.8 (1L.1) 26.5
Net Realized Investment Gains (Losses) $ (5.6) $125.9 $(37.8) $ 825
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Fixed

Maturities Marketable Other

Available- Equity Financial
YEAR ENDED DECEMBER 31, 2001 For-Sale Securities Instruments Total
Proceeds from Sales $2,418.0 %$437.6 $ — $2,855.,6
Gross Realized Investment Gains $ 86.5 $194.7 $ — $ 281.2
Gross Realized Investment Losses (31.9) (24.2) (7.8) (63.9)
Net Realized Investment Gains (Losses) 54.6 170.5 (7.8) 217.3
Impairments (98.4) (28.4) — (126.8)
Other, Including Gains (Losses) on Calls and Redemptions 8.3 0.5 (6.3) 2.5
Net Realized Investment Gains (Losses) $ (35.5) $142.6 $(14.1) $ 93.0

Fixed Fixed
Maturities Maturities Marketable
Available- Held-To- Equity

YEAR ENDED DECEMBER 31, 2000 For-Sale Maturity Securities Total
Proceeds from Sales $2,265.4 %$0.1 $661.7 $2,927.2
Gross Realized Investment Gains $ 475 $ — $268.5 $ 316.0
Gross Realized Investment Losses ] (82.1) — (77.9) (160.0)
Net Realized Investment Gains (Losses) (34.6) — 190.6 156.0
Impairments (35.7) — — (35.7)
Other, Including Gains on Calls and Redemptions 19.2 — — 19.2
Net Realized Investment Gains (Losses) $ (1.1 $ — $190.6 $ 1395
The following table summarizes Safeco’s allowance for mortgage loan losses:
DECEMBER 31 2002 2001 2000
Allowance at Beginning of Year $10.5 $10.8 $10.8
Loans Charged off as Uncollectible — {0.3) —
Allowance at End of Year $10.5 $10.5 $10.8

This allowance relates to mortgage loan investments of $925.9 and $924.2 at December 31, 2002 and 2001,
respectively.

NOTE 3 - DERIVATIVE FINANCIAL INSTRUMENTS

Derivatives are instruments whose value is “derived” from an underlying instrument, index or rate, have a notional
amount and can be net settled. Safeco uses derivative financial instruments, including interest rate swaps, options,
forward contracts and financial futures, as a means of hedging exposure to equity price changes and/or interest rate
risk on anticipated transactions or on existing assets and liabilities.

Safeco’s consolidated investment in mortgage-backed securities totaled $5,496.0 at market value at December 31,
2002 and $4,760.1 at December 31, 2001. These are primarily residential collateralized mortgage obligations
(CMOs), pass-throughs and commercial loan-backed mortgage obligations (CMBSs). CMOs and CMBSs, while
technically defined as derivative instruments, are exempt from derivative disclosure and accounting requirements.
Safeco’s investment in the riskier, more volatile type (e.g., principal only, interest only, etc.) of CMOs and CMBSs
has been intenticnally limited to less than 1% of total mortgage-backed securities at both December 31, 2002 and
2001.

Counterparty credit risk is the risk that a counterparty to a derivative contract will be unable to perform its
obligations. Safeco manages counterparty credit risk on an individual counterparty basis and gains and losses are
netted by counterparty. Safeco mitigates counterparty credit risk through credit review, approval controls and by
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only entering into agreements with highly rated counterparties. Safeco performs ongoing monitoring of counterparty
credit exposure risk against credit limits. The contract or notional amounts of these instruments reflect the extent of
involvement Safeco has in a particular class of derivative financial instrument. However, the maximum loss of cash
flow associated with these instruments can be less than these amounts. For interest rate swaps, forward contracts
and financial futures, credit risk is limited to the amount that it would cost Safeco to replace the contract. Safeco
is the writer of option contracts and as such has no credit risk on these contracts since the counterparty has no
performance obligation after it has paid a premium.

Interest rate risk is the risk of economic losses due to changes in the level of interest rates. Safeco manages
interest rate risk through active portfolio management and selective use of derivative instruments as hedges to
change the characteristics of certain assets and liabilities. Safeco’s interest rate swap agreements provide only for
the exchange of interest on the notional amounts, at the stated rates, with no multiplier or leverage. The net
interest accrued under these agreements is recorded as an adjustment to interest expense or interest income,
depending on the hedged item.

Safeco formally documents all relationships between the hedging instruments and hedged items, as well as its risk-
management objectives and strategies for undertaking various hedge transactions. Safeco links all hedges that are
designated as fair value hedges to specific assets or liabilities on the Consolidated Balance Sheets. Safeco links all
hedges that are designated as cash flow hedges to forecasted transactions or variable rate assets. Safeco also
assesses, both at the inception of the hedge and on an on-going basis, whether the derivatives that are used in
hedging transactions are highly effective in offsetting changes in fair values or cash flows of hedged items. When it
is determined that a derivative is not highly effective as a hedge, Safeco discontinues hedge accounting on a
prospective basis.

Fair Value Hedges

Safeco uses interest rate swaps to offset the change in value of certain fixed rate assets and liabilities. In
calculating the effective portion of the fair value hedge, the changes in the fair value of the hedge and the hedged
item are recognized in net realized investment gains (losses) in the Consolidated Statements of Income (Loss).
Differences between the changes in the fair value of the hedge and the hedged item represent hedge
ineffectiveness and are recognized in net realized investment gains (losses). For 2002 and 2001, a loss of $1.3
and gain of $4.0, respectively, were recognized in net realized investment gains (losses) due to hedge
ineffectiveness. There were no significant fair value hedges discontinued during 2002 and 2001.

Cash Flow Hedges

Safeco also uses interest rate swaps to hedge the variability of future cash flows arising from changes in interest
rates associated with certain variable rate assets and forecasted transactions. The changes in the fair value of the
interest rate swap are recognized in OCI. Differences between the changes in the fair value of the hedge and the
hedged items represent hedge ineffectiveness and are recognized in interest expense. For 2002 and 2001, a
decrease of $0.5 and $0.3, respectively, was recognized in interest expense due to hedge ineffectiveness.

Amounts related to derivatives qualifying as cash flow hedges are recorded in OC! and released into earnings
contemporaneously with the earnings effects of the hedged item. An estimated $8.8 of derivative instruments and
hedging activity gains included in OCI will be reclassified into net investment income during 2003.

Amounts recorded in OCI related to derivatives qualifying as cash flow hedges resulted in an increase to OCI of
$1.6 and $12.0 after tax, for 2002 and 2001, respectively. Of the change in OCI for 2002, an after tax increase of
$9.8 related to net unrealized investment gains on derivative positions and an after tax decrease of $8.2 related to
amounts reclassified into earnings. Of the change in OCI for 2001, an after tax decrease of $1.9 related to the
SFAS 133 adoption on January 1, 2001, an after tax increase of $13.0 to net unrealized investment gains on
derivative positions and an after tax increase of $0.9 related to amounts released into earnings.

In 2002, an after tax loss of $12.1 was released from OC! into net realized investment gains and losses relating to
cash flow hedges that were discontinued in connection with the retirement of the underlying commercia! paper
borrowings. There were no significant cash flow hedges discontinued during 2001.
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SFAS 133 requires amounts recorded in OCI that relate to forecasted transactions that are no longer probable of
occurring within a specific time period to be released into earnings immediately. In 2002, $7.0 after tax was
released from OCI to net realized investment gains and losses relating to such hedge transactions. There were no
amounts released from OCl into earnings in 2001 relating to forecasted transactions.

At December 31, 2002 and 2001, the maximum length of time over which Safeco was hedging its exposure to
future cash flows for forecasted transactions was approximately 6 and 18 months, respectively.

Other Derivatives

In 1997, Life & Investments introduced an equity indexed annuity (EIA) product that credits the policyholder based
on a percentage of the gain in the S&P 500 [ndex. In connection with this product, Safeco has a hedging program
with the objective to hedge the exposure to changes in the S&P 500 Index. The program consists of buying and
writing S&P 500 index options, buying Treasury interest rate futures and trading S&P 500 futures and swaps. Sales
of the EIA product were suspended in the fourth quarter of 1998. As permitted under a grandfathering clause in
SFAS 133, Safeco elected not to apply the fair value adjustment requirement of this statement to the embedded
derivatives contained in the liability related to EIA products sold prior to January 1, 1999. The change in fair value
of the options, futures and swaps used to hedge the EIA liability is recognized as an adjustment to Policy Benefits
in the Consolidated Statements of Income (Loss). Safeco recognized pretax losses of $11.9, $20.9 and $37.3 on
these options, futures and swaps for 2002, 2001 and 2000, respectively.

Safeco's wholly-owned subsidiary, Safeco Financial Products, [nc. (SFP) was incorporated in August 2000 to write
S&P 500 index options to mitigate the risk associated with the EIA. Since 2001, SFP has also engaged in limited
derivatives activity for its own account by selling singte name credit default swaps, writing and hedging S&P 500
index options and investing in and hedging convertible bonds. These SFP activities are not designated as hedging
activities for purposes of SFAS 133. Changes in the fair values of these instruments and any realized investment
gain or loss are recognized in current income. Net investment income includes the premium income on the credit
swaps and the earnings and fair vaiue adjustments for the S&P 500 index options and the convertible bonds.
Realized investment gain or loss includes the fair value adjustments and realized investment gains or losses from
the single credit default swaps. Net investment income before taxes for SFP was $3.6, $6.7 and $2.3 in 2002,
2001 and 2000, respectively. Realized losses before tax for SFP were $28.3 for 2002, $18.2 for 2001 and $0.0
for 2000.

NOTE 4 - FAIR VALUE OF FINANCIAL INSTRUMENTS

The aggregate fair value amounts disclosed here do not represent the underlying value of Safeco and, accordingly,
care should be exercised in drawing conclusions about Safeco’s business or financial condition based on the fair
value information disclosed betow.

Fair value amounts far financial instruments are determined using available third-party market information. When
such information is not available, the fair value amounts are determined using appropriate valuation methodologies
including discounted cash flows and market prices of comparable instruments. Significant judgment is required in
developing certain of these estimates of fair value and the estimates may not represent amounts at December 31,
2002 that would be realized in a current market exchange.

Safeco’s investment portfolio included $335.9 and $391.4 of non-publicly traded fixed maturity and equity
securities, representing 1.3% and 1.6% of the portfolio at December 31, 2002 and 2001, respectively.

The fair values for mortgage loans have been estimated by discounting the projected cash flows using the current
rate at which loans would be made to borrowers with similar credit ratings and for the same maturities.

For cash and cash equivalents, short-term investments, accounts receivable, policy loans and other liabilities,
carrying value is a reasonable estimate of fair value.

The fair values of investment contracts (Funds Held Under Deposit Contracts) with defined maturities are estimated

by discounting projected cash flows using rates that would be offered for similar contracts with the same remaining
maturities. For investment contracts with no defined maturities, fair values are estimated to be the present
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surrender value. Separate Account assets and the related liabifities are comprised of publicly-traded fixed
maturities and equities for which third-party market information is available.

The carrying values of Safeco’s borrowings that have variable interest rates are reasonable estimates of fair value.
The fair values of the 7.875% Medium-Term notes due 2003, the 7.875% notes due 2005, the 6.875% notes due
2007, the 7.250% notes due 2012 and the Capital Securities are estimated based on quotes from broker/dealers
who make markeis in similar securities,

The fair values of the derivative financial instruments generally represent the estimated amounts that Safeco would
expect to receive or pay upon termination of the contracts as of the reporting date. Quoted fair values are available
for certain derivatives. For derivative financial instruments not actively traded, fair values are estimated using
values obtained from independent pricing services, internal modeling or quoted market prices of comparable
instruments.

Other insurance-related financial instruments are exempt from fair value disclosure requirements.

The carrying or reported values and corresponding fair values of financial instruments are as follows:

DECEMBER 31 2002 2001
Carrying Carrying
Amount Fair Value Amount Fair Value
FINANCIAL ASSETS
Fixed Maturities $24,278.0 $24,2780 $21,444.1 $21,444.1
Marketable Equity Securities 1,082.5 1,082.5 1,596.4 1,596.4
fMortgage Loans 925.9 1,006.1 924.2 928.0
Separate Account Assets 899.2 899.2 1,208.1 1,208.1
Derivative Financial Instruments
Interest Rate Swaps 62.7 69.7 49.8 49.8
Options/Futures 10.6 10.6 11.9 11.9
FINANCIAL LIABILITIES
Funds Held Under Deposit Contracts 15,655.4 16,7184 14,624.2 14,313.7
Commercial Paper — — 299.0 299.0
7.875% Medium Term Notes Due 2003 303.5 302.0 323.0 311.2
7.875% Notes Due 2005 200.0 201.7 200.0 206.6
6.875% Notes Due 2007 200.0 206.9 200.0 196.2
7.250% Notes Due 2012 390.6 3%4.6 — —
Other Debt 29.7 30.0 74.6 76.0
Separate Account Liabilities 899.2 899.2 1,208.1 1,208.1
Derivative Financial Instruments
Single Credit Default Swaps 20.0 20.0 10.4 10.4
Interest Rate Swaps 21.8 21.8 18.0 18.0
Options/Futures 37.3 37.3 47.1 47.1
Capital Securities 843.8 849.9 843.4 727.3
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NOTE 5 - PROPERTY & CASUALTY LOSS RESERVES

The following table analyzes the changes in Property & Casualty loss and LAE reserves for 2002, 2001 and 2000.
Changes in estimated reserves are reflected in the Consolidated Statements of Income (Loss) in the year the change
is made.

DECEMBER 31 2002 2001 2000
Loss and LAE Reserves at Beginning of Year $5,053.7 $4,612.7 $4,378.6

Less Reinsurance Recoverables 415.9 343.6 309.5
Net Balance at Beginning of Year 4,637.8 4,269.1 4,069.1
Incurred Loss and LAE for Claims Occurring During

Current Year 3,237.4 3,619.1 3,621.7

Prior Years 125.8 345.1 148.3
Total Incurred Loss and LAE 3,363.2 3,964.2 3,770.0
Loss and LAE Payments for Claims Occurring During

Current Year 1,742.0 1,976.8 2,058.3

Prior Years 1,672.1 1,618.7 1,510.7
Total Loss and LAE Payments 3,414.1 3,595.5 3,570.0
Net Balance at End of Year 4,586.9 4.637.8 4,269.1

Plus Reinsurance Recoverables 411.6 415.9 343.6
Loss and LAE Reserves at End of Year $4,998.5 $5,053.7 $4,612.7

In 2002, estimates for Property & Casualty prior years loss and LAE reserves were increased by $125.8. These
increases occurred over the course of 2002 as emerging claim trends and related loss data were evaluated each
quarter. The increase of $125.8 included $33.3 related to estimates of workers compensation losses. We
reevaluate our estimates of workers compensation loss severity quarterly, with particular focus on the expected
future rate of medical inflation. Over the course of the year, actual medical inflation proved to be higher than
anticipated and we adjusted our estimated reserves accordingly. While loss severities for construction defect claims
appear to be mitigating, the legal costs associated with achieving reduced loss costs were higher than estimated,
resulting in a reserve increase of $37.0. Asbestos claims related to our participation in pools and syndicates were
higher than estimated, resulting in an increase to reserves of $24.4. The $31.1 increase in other reserves related
primarily to Safeco’s London operations. Safeco placed its London operations in runoff in the third quarter of 2002.
Due to the high layer excess nature of some of the coverages provided by this operation, and the fong reporting lag,
management strengthened reserves to provide for higher-than-anticipated losses as the business is run off.

In 2001, Safeco increased its estimates for loss and LAE related to prior years by $345.1.

During the third quarter of 2001, Safeco completed a review of its Property & Casualty loss reserve adequacy. As a
resuit of this review, which included an independent actuarial study, we increased reserves by $240.0. This
$240.0 reserve addition related to Property & Casualty operating segments as follows: $155.0 for SBI and $85.0
for P&C Other. The P&C Other segment includes the discontinued reinsurance operation that Safeco acquired when
it purchased American States in 1997. The $240.0 reserve addition related to recent developments in prior year
iosses as follows: $80.0 for workers compensation, $90.0 for construction defect and $70.0 for other coverages,
primarily ashestos and environmental.

Workers compensation reserves were $802.8 at December 31, 2000. The reserve strengthening in the third quarter
of 2001 of $80.0 was due to unexpected development of prior year losses and continued increases in medical
costs that manifested in 2001 beyond levels previously anticipated in estimating workers compensation reserves.
Throughout 2000, average workers compensation case reserves carried by Safeco were stable, but increased 14%
in the first quarter of 2001 compared to the first quarter of 2000 and increased 23% in the second quarter of
2001 compared to the second quarter of 2000. These increases reflected the impact of rising medical costs and
administrative rulings that had been more favorable to plaintiffs’ claims for compensation, particularly in California
and Florida. In general, workers compensation claims are largely comprised of medical costs and salary/wage
payments while claimants are out of work. The payout period for these claims can be up to 50 years or more.
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Accordingly, the estimation of long-term medical costs requires considerable judgment and involves inherent
uncertainty, having a significant impact on our estimate of workers compensation reserves. in light of these
emerging trends of rising medical costs and recent administrative rulings, we strengthened reserves by $80.0.

The estimation of liabilities related to construction defect and asbestos and environmental claims is subject to
greater subjectivity than for other claims. Construction defect reserves were $322.6 at December 31, 2000. In
early 2000, Safeco’s construction defect claims appeared to have peaked and were trending down through the rest
of 2000. Such claims were predominantly in California. However, in the first two quarters of 2001, newly reported
claims increased significantly, owing largely to increased attorney involvement in California and increased claim
activity into additional states. As a result of these considerations, management concluded that ultimate losses for
construction defect will likely be higher than previously estimated, leading to our assessment in the third quarter of
2001 to increase reserves by $90.0.

Asbestos and environmental reserves were $315.5 at December 31, 2000; $103.1 for asbestos and $212.4 for
environmental. The $70.0 increase in reserves in the P&C Other segment relates to the anticipated increase in
asbestos claims relating primarily to the discontinued reinsurance operations acquired in the American States
purchase. In 2001, the insurance industry was experiencing a trend of expansion of ashestos defendants to include
smaller and more peripheral firms such as installers, in addition to asbestos manufacturers and producers and
Safeco was receiving more claims in the first half of 2001 than in prior years. Because these trends were expected
to ultimately impact the losses assumed by Safeco, and because Safeco expected a lag in its asbestos activity due
to its assumed reinsurance exposure, reserves were strengthened by $70.0.

In addition to the $240.0 reserve change in estimate discussed above, reserve estimates were increased at other
points throughout the year by an additional $105.1, primarily for workers compensation reserves due to continued
rising medical costs.

In 2000, estimates for Property & Casualty prior year loss and LAE reserves were increased by $148.3, of which
$44.4 related to construction defect claims as Safeco saw reported claim volumes that, while trending down in the
latter part of 2000, exceeded expectations. Workers compensation estimates were increased $50.9 and commercial
automobile estimates were increased $23.5, both in reaction to claim severities. Safeco regularly monitors loss
frequency and loss severity relative to expectations. When emerging frequency or severity differ materiaily from
expectations, projections for future frequency and severity are re-evaluated and estimates are increased, or
decreased, accordingly. The remaining $29.5 change in estimate in 2000 came from a combination of lines of
business inciuding commercial multiperil, general liability and homeowners. Each change was a reaction to
emerging loss frequency or severity relative to expected loss frequency or severity. The change for any one line
represented a small percentage of the line's reserves.

NOTE 6 ~ REINSURANCE

Safeco’s insurance subsidiaries use treaty and facultative reinsurance to manage exposure to potential losses for
the property and casualty, surety and life insurance operations. Although the reinsurer is liable to Safeco to the

extent of the reinsurance ceded, we remain primarily liable to the poticyholders as the direct insurer on all risks

reinsured.

Because the amount of reinsurance recoverables can vary depending on the size of an individuaf loss or, in some
cases, the aggregate amount of all losses in a particular line of business, the exact amount of the reinsurance
recoverables is not known until all losses are settled. As a result, Safeco estimates the amount of reinsurance
recoverables it anticipates receiving based on the terms of its reinsurance contracts and historical experience.

Safeco evaluates the financial condition of its reinsurers to minimize its exposure to losses from reinsurer
insolvencies. Our estimated allowance for uncollectible reinsurance was $12.5 at December 31, 2002. Safeco's
business is not substantially dependent upon any single reinsurance account.

Of the total Property & Casualty reinsurance recoverables balance at December 31, 2002, 23% was with mandatory
reinsurance pools and foreign reinsurers. Approximately 88% of the remaining amounts due are from reinsurers
rated A- or higher by A.M. Best; including 49% with the following four reinsurers: American Re-Insurance
Corporation, Swiss Reinsurance America Corporation, Employers Reinsurance Corporation and General/Cologne
Reinsurance Corporation, all of which are rated A+ or higher by A.M. Best.
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Of the total Life & Investments amounts due from reinsurers balance at December 31, 2002, 98% was with
reinsurers rated A- or higher by A.M. Best.

Reinsurance recoverables are comprised of the following amounts at December 31:

DECEMBER 31 2002 2001
PROPERTY & CASUALTY INSURANCE
Reinsurance Recoverables on
Unpaid Loss and LAE Reserves $411.6 $415.9
Paid Losses and LAE 20.8 17.2
Allowance for Uncollectible Reinsurance (12.5) —
Total Property & Casualty insurance 419.9 433.1
LIFE INSURANCE
Reinsurance Recoverables on
Policy and Contract Claim Reserves 1.6 2.4
Paid Claims 0.9 1.0
Life Policy Liabilities 86.1 22.0
Total Life Insurance 88.6 254
ACCIDENT AND HEALTH INSURANCE
Reinsurance Recoverables on
Policy and Contract Claim Reserves 70.3 63.2
Paid Claims — 1.5
Total Accident and Health Insurance 70.3 64.7
Total Reinsurance Recoverables $578.8 $523.2

The increase in Life Policy Liabilities Recoverable in 2002 represents funds withheld under a BOLI coinsurance

agreement entered into in the third quarter of 2002.

The unearned premium liability is presented before the effect of reinsurance. The reinsurance amountis related to
the unearned premium liability are included with other assets in the Consolidated Balance Sheets and totaled

$42.1 and $40.4 at December 31, 2002 and 2001, respectively.

The effects of reinsurance on earned premiums are as follows:

YEAR ENDED DECEMBER 31 Direct Ceded Assumed Net
2002 Earned Premiums

Property & Casualty Insurance $4,553.3 $(124.4) $ 92.4 $4,521.3
Life Insurance 155.8 (25.4) 6.9 137.3
Accident and Health Insurance 340.5 (15.6) 137.4 462.3
Total Earned Premiums 5,049.6 (165.4) 236.7 5,120.9
2001 Earned Premiums

Property & Casualty Insurance 4,597.3 (151.5) 27.0 4,472.8
Life Insurance 150.5 (21.0) (18.7) 110.8
Accident and Health Insurance 345.4 (13.6) 18.9 350.7
Total Earned Premiums 5,093.2 (186.1) 27.2 4,934.3
2000 Earned Premiums

Property & Casualty Insurance 4,717.6 (163.0) 88 45634
Life Insurance 173.4 (17.6) 12.9 168.7
Accident and Health Insurance 262.8 (15.1) 19.2 266.9
Total Earned Premiums $5,153.8 $(195.7) $ 40.9 $4,999.0

Reinsurance premiums ceded on a written basis are approximately equal to the ceded earned premiums disclosed

above.
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Reinsurance ceded reduced Property & Casualty insurance losses and LAE incurred by $45.2, $130.5 and $105.3
in 2002, 2001 and 2000, respectively. Reinsurance ceded reduced Life insurance losses incurred by $23.8, $2.0
and $14.6 in 2002, 2001 and 2000, respectively. Reinsurance ceded reduced Accident and Health insurance
losses incurred by $4.1, $10.3 and $21.0 in 2002, 2001 and 2000, respectively.

NOTE 7 - INCOME TAXES
Safeco uses the liability method of accounting for income taxes in accordance with SFAS 109, “Accounting for
Income Taxes,” under which deferred tax assets and liabilities are determined based on the differences between

their financial reporting and their tax bases and are measured using the enacted tax rates.

Differences between income tax computed by applying the U.S. federal income tax rate of 35% to income (loss)
before income taxes and the consolidated provision (benefit) for income taxes are as follows:

DECEMBER 31 2002 2001 2000
% of % of % of
Pretax Pretax Pretax
Amount Income Amount Income Amount Income

Income (Loss) from Continuing Operations before Income
Taxes, Change in Accounting Principle and Distributions on

Capital Securities $462.5 100.0% $(1,413.3) 100.0% $139.4 100.0%
Computed “Expected” Tax Expense (Benefit) 161.2 35.0 (494.7) (35.0) 48.8 35.0
Goodwill Write-off —_ - 137.7 9.7 — —
Tax-Exempt Municipal Bond Income (43.4) (8.4) (54.1) (3.8) (58.2) (41.8)
Dividends Received Deduction (13.0) (2.8) (10.1) 0.7 (11.9) (8.5)
Other 11.1 2.4 8.4 0.6 14.0 10.1
Consolidated Provision (Benefit) for Income Taxes $116.6 25.2% $ (412.8) (29.2)% % (7.3) (5.2)%
Current Provision (Benefit) for Income Taxes 63.3 (7.6) 39.6
Deferred Provision (Benefit) for income Taxes 53.3 (405.2) (46.9)
Consolidated Provision (Benefit) for Income Taxes $116.6 $ (412.8) $ (7.3)
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The tax effects of temporary differences which give rise to the deferred tax assets and deferred tax liabilities at
December 31, 2002 and 2001 are as follows:

DECEMBER 31 2002 2001
DEFERRED TAX ASSETS
Goodwill $ 221.7 $ 2378
Discounting of Loss and LAE Reserves for Tax Purposes 218.0 228.1
Unearned Premium Liability 140.1 131.3
Net Operating Loss Carryforwards 110.0 218.5
Investment Impairments 4.1 58.5
Adjustment to Life Policy Liabilities 83.2 71.9
Capitalization of Life Policy Acquisition Costs 81.4 84.3
Postretirement Benefits 47.6 44.3
Alternative Minimum Tax Carryforwards 34.3 —
Nondeductible Accruals 22.3 253
Other 74.5 63.1
Total Deferred Tax Assets 1,127.2 1,163.1
DEFERRED TAX LIABILITIES
Unrealized Appreciation of Investment Securities and Derivative Financial instruments,

Deferred Policy Acquisition Cost Valuation Allowance, Minimum Pensmn Liability and

Foreign Currency Adjustment 629.8 487.4
Deferred Policy Acquisition Costs 240.3 222.6
Bond Discount Accrual 39.6 46.5
Accelerated Depreciation 10.0 16.6
Other 82.9 71.0
Total Deferred Tax Liabilities 1,002.6 844.1
Net Deferred Tax Asset $ 124,86 $ 319.0

As of December 31, 2002, Safeco had $1,127.2 of gross deferred tax assets, including total net operating loss
carryforwards of $110.0 that expire from 2020 to 2021. Although realization of deferred tax assets is not assured,
we believe it is more likely than not the deferred assets will be realized through future earnings, including but not
limited to the generation of future operating income, reversal of existing temporary differences and available tax

planning strategies. Accordingly, no valuation aliowance has been recorded.
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NOTE 8 - DEBT AND CAPITAL SECURITIES

The total amount, current and long-term portions, interest rates and maturities of debt and capital securities at
December 31 are as follows:

DECEMBER 31 2002 2001
Total Current Long-term Total Current Long-term

Commercial Paper, Interest Rates at
December 31, 2001:*
Range: 2.5% to 3.3%

Weighted Average: 3.0% $ - $ — % — $ 299.0 $299.0 $ —
7.875% Medium-Term Notes Due 2003 3035 3035 — 323.0 — 323.0
7.875% Notes Due 2005 200.0 200.0 — 200.0 — 200.0
6.875% Notes Due 2007 200.0 — 200.0 200.0 — 200.0
7.250% Notes Due 2012 3%0.6 — 320.6 — — —
Other Notes and Loans Payable Due Through 2008,

Weighted Average Interest Rates at December 31:

7.3%; 7.4% 28.7 12.3 17.4 74.6 48.8 25.8
Total Debt (Excluding Capital Securities) 1,123.8 515.8 608.0 1,096.6 347.8 748.8
8.072% Capital Securities Due 2037 843.8 — 843.8 843.4 — 843.4
Total Debt and Capital Securities $1,867.6 $515.8 $1,451.8 $1,940.0 $347.8 $1,592.2

*  There was no commercial paper outstanding at December 31, 2002. The commercial paper during 2002 had rates ranging from 1.9% to 2.3%
with a weighted average of 2.0% and was paid off by September 30, 2002.

The aggregate annual principal installments payable under these obligations at December 31, 2002 are as follows
at carrying value:

YEAR PAYABLE Amount Due
2003 $ 515.8
2004 6.8
2005 1.6
2006 1.7
2007 206.7
2008 and Thereafter 1,235.0
Total $1,967.6
Debt

In March 2000, Safeco issued $300.0 of medium-term notes at 7.875% that mature in March 2003. Safeco also
has interest rate swap agreements outstanding with notional amounts totaling $300.0 that convert these fixed rate
medium-term note obligations into variable rates at 65.03 basis points over the 90-day LIBOR rate.

In August 2002, we issued $375.0 of senior notes with a coupon of 7.250% that mature in 2012. The notes are
unsecured and rank equally with all other unsecured senior indebtedness of Safeco. The proceeds from the notes
were used for the repayment of $299.0 of commercial paper borrowings, $18.7 for the termination of related
interest rate swaps and $28.4 for repayment of medium-term notes. The remaining balance was used for general
corporate purposes. Safeco simultaneously entered into a $375.0 notional interest rate swap to effectively convert
the fixed rate senior note obligation into variable rates at 238.75 basis points over the 90-day LIBOR rate. The fair
value of the interest rate swap is marked-to-market on the Consolidated Balance Sheets with the corresponding
offsetting asset or liability inciuded with the face value of the debt. This hedge is effective under SFAS 133.

On January 27, 2003, Safeco issued $200.0 of senior notes with a coupon of 4.200% that mature in 2008 and
$300.0 of senior notes with a coupon of 4.875% that mature in 2010. The notes are unsecured and rank equally
with all other unsecured senior indebtedness of Safeco. The proceeds from the notes will be used to repay $300.0
principal amount of 7.875% notes due in March 2003 and to call and repay the $200.0 principal amount of
7.875% notes maturing in 2005 that are callable at par on April 1, 2003.
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Safeco renewed its bank credit facility in September 2002 with $500.0 available through September 2005. This
replaced the $800.0 facility that expired in September 2002. Safeco pays a fee to have the facility available and
does not maintain deposits as compensating balances. Similar to its previous facility, the new facility carries certain
covenants that require Safeco to maintain a specified minimum level of shareholders’ equity and a maximum debt-
to-capitalization ratio. There were no borrowings under either facility as of December 31, 2002 and December 31,
2001, and Safeco was in compliance with all covenants.

Capital Securities

On July 15, 1997, Safeco Capital Trust | (Capital Trust), a consolidated wholly-owned subsidiary of Safeco
Corporation, issued $850.0 of 8.072% Corporation-Obligated, Mandatorily Redeemable Capital Securities (Capital
Securities). In connection with Capita! Trust's issuance of the Capital Securities and the related purchase by the
Corporation of all of Capital Trust's common securities (Common Securities), Safeco Corporation issued o Capital
Trust the principal amount of $876.3 of its 8.072% Junior Subordinated Deferrable Interest Debentures, due July
15, 2037 (Subordinated Debentures). The sole assets of Capital Trust are the Subordinated Debentures and any
interest due thereon. The interest and other payment dates on the Subordinated Debentures correspond to the
distribution and other payment dates on the Capital Securities and the Common Securities. Distributions on the
Capital Securities and the Common Securities are cumulative and payable semi-annually in arrears. The
Subordinated Debentures and the related income effects are eliminated in Safeco’s consolidated financial
statements.

For federal income tax purposes, the Subordinated Debentures are classified as indebtedness. Accordingly, interest
on the Subordinated Debentures is deductible at the federal statutory rate of 35%.

The Capital Securities are mandatorily redeemable on July 15, 2037, the same date the Subordinated Debentures
are due. The Capital Securities may be redeemed, contemporaneously with the Subordinated Debentures, beginning
in 2007, at a price of 104% of principal, with the call premium graded down to zero in 2017, Safeco’s obligations
under the Subordinated Debentures and related agreements, taken together, constitute a full and unconditional
guarantee of payments due on the Capital Securities.

Safeco has the right, at any time, to defer payments of interest on the Subordinated Debentures for up to five years.
Consequently, the distributions on the Capital Securities and the Common Securities would be deferred (though
such distributions would continue to accrue with interest since interest would accrue on the Subordinated
Debentures during any such extended interest payment period). In no case may the deferral of payments and
distributions extend beyond the stated maturity dates of the respective securities. Safeco cannot pay dividends on
its common stock during such deferments.
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NOTE 9 - COMPREHENSIVE INCOME

Comprehensive income is defined as all changes in shareholders’ equity, except those arising from transactions with
shareholders. Comprehensive income includes net income and other comprehensive income, which for Safeco
consists of changes in unrealized appreciation or depreciation of investments carried at market value, changes in
foreign currency translation gains or losses, deferred policy acquisition costs valuation allowance, derivatives and
minimum pension liability.

The components of other comprehensive income or loss were as follows:

Net Deferred

Unrealized Policy Net
Gains (Losses) Acquisition  Unrealized Foreign Accumulated
on Available- Costs Gains on Currency Minimum Other
for-Sale Valuation Derivative  Translation  Pension Deferred Comprehensive
Securities  Allowance instruments Adjustment Liability Taxes  Income (Loss)
Balances at January 1, 2000 $ 604.0 $ (0.2 $ — $(104) $ — $(203.7) $ 389.7

Gross Unrealized Gains

(Losses) on Investment

Securities 917.1 — — — —  (321.2) 595.9
Reclassification Adjustment for

Net Realized Investment

Gains Included in Net Income (139.5) — — — — 49.1 (30.4)
Deferred Policy Acquisition

Costs Valuation Allowance — 0.2 — — — 0.1) 0.1
Foreign Currency Translation — — — (0.8) — 0.4 (0.4}
Balances at December 31, '

2000 1,381.6 — — (11.2) —  (475.5) 894.9

Gross Unrealized Gains

(Losses) on Investment

Securities 119.5 — — — — (40.8) 78.7
Reclassification Adjustment for

Net Realized Investment

Gains Included in Net

Income (93.0) — — — — 315 (61.5)
Derivative Instruments and

Hedging Activities — Net

Change — — 18.5 — — (6.5) 12.0
Deferred Policy Acquisition

Costs Vatuation Allowance — (9.3) — — — 33 (6.0)
Foreign Currency Transiation — — — (1.9) — 0.6 (1.3)
Balances at December 31,

2001 1,408.1 (9.3) 18.5 (13.1) —  (487.4) 916.8

Gross Unrealized Gains

(Losses) on Investment

Securities 556.6 — — —_ —  (1%85.0) 361.6
Reclassification Adjustment for

Net Realized Investment

Gains Inciuded in Net

income (82.5) —_ — — — 29.0 (53.5)
Derivative Instruments and

Hedging Activities — Net

Change — — 2.4 — — (0.8) 1.6
Deferred Policy Acquisition

Costs Valuation Allowance — (45.1) — — — 15.8 (29.3)
Minimum Pension Liability —_ — — —_ (13.5) 4.7 (8.8)
Foreign Currency Translation — — — (11.0) — 3.9 (7.1)
Balances at December 31,

2002 $1,882.2 $(54.4) $20.9 $(24.1)  $(13.5) $(622.8) $1,181.3
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NOTE 10 - EMPLOYEE BENEFIT PLANS

Safeco sponsors defined contribution and defined benefit plans covering substantially all employees. Employer

contributions to these plans are made in cash.

The Safeco 401(k)/Profit Sharing Retirement Plan is a defined contribution plan. It includes a matching
contribution of 66.6% of a participant’s contributions, up to 6% of eligible compensation, and a profit sharing
feature comprised of a minimum contribution of 3% of each eligible participant's compensation, as wel! as a
variable component based on Safeco’s income. No variable profit-sharing contributions were made in 2002, 2001
or 2000. The following table summarizes defined contribution costs charged to income:

YEAR ENDED DECEMBER 31 2002 2001 2000
Matching Contributions $15.5 $16.0 $15.5
Profit Sharing Contributions 16.2 14.5 14.3
Total $31.7 $30.5 $29.8

The Safeco Employee’s Cash Balance Plan (CBP) is a noncontributory defined benefit pian that provides benefits
for each year of service after 1988, based on the participant’s eligible compensation plus a stipulated rate of return
on the benefit balance. It is Safeco’s policy to fund the CBP on a current basis to the full extent deductible under
federal income tax regulations. CBP assets are principally invested in publicly traded stocks and bonds.

Safeco also provides certain healthcare and life insurance benefits, Other Post-Retirement Benefits (OPRB), for
retired employees, their beneficiaries and eligible dependents. Substantially all employees become eligible for
these benefits if they reach retirement age while working for Safeco. The cost of these benefits is shared by Safeco

and retirees.

The following table summarizes the obligations and assets related to the Cash Balance Plan and Other Post-

Retirement Benefits (OPRB) program:

Pension Benefits (CBP)

Other Post-Retirement
Benefits (OPRB)

DECEMBER 31 2002 2001 2002 2001
CHANGE IN BENEFIT OBLIGATION
Benefit Obligation at Beginning of Year $146.8 $145.9 $ 1335 $ 1435
Service Cost 4.7 6.3 4.9 5.1
Interest Cost 10.3 10.6 2.4 10.5
Actuarial (Gain) Loss (11.3) 0.7 34.0 (21.0)
Participant Contributions — — 2.5 1.5
Benefits Paid (21.0) (16.7) (2.0) (6.1)
Benefit Obligation at End of Year 129.5 146.8 175.3 1335
CHANGE {N PLAN ASSETS
Fair Value of Plan Assets at Beginning of Year 125.0 129.4 2.9 3.2
Actual Gain {Loss) on Plan Assets (15.3) 21 0.1 0.1
Employer Contributions 7.6 10.2 5.5 4.2
Participant Contributions — — 2.5 1.5
Benefits Paid (21.0) (16.7) (2.0) (6.1)
Fair Value of Plan Assets at End of Year 26.3 125.0 2.0 2.9
Funded (Underfunded) Status of Pian (33.2) (21.8) (173.3) (130.6)
Unrecognized Net Actuarial (Gain) Loss 12.5 S.6 31.4 (2.9)
Unrecognized Prior Service Cost 1.1 — 5.8 6.7
Net Liability (12.6) (12.2) (136.1) (126.8)
Amounts Recognized in Consolidated Balance Sheets
Accrued Benefit Liability (26.1) (12.2) (136.1) (126.8)
Other Comprehensive Income — Minimum Pension Liability 13.5 — — —

Net Liability

$(12.6) $(12.2)

$(136.1) $(126.8)
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Obligation and assets associated with the CBP and OPRB are calculated using the following actuarial assumptions:

DECEMBER 31 2002 2001 2000
PENSION BENEFITS
Discount Rate 6.75% 7.25% 7.50%
Expected Return on Plan Assets* 8.50 9.00 9.00
Rate of Compensation !ncreases* 5.00 5.00 6.00

OTHER POSTRETIREMENT BENEFITS
Discount Rate 6.75% 7.25% 7.50%

*  These assumptions are based on estimates of the long term rates for these factors over the life of the plan.

In addition, the accumulated postretirement benefit obligation at December 31, 2002 was determined using a
healthcare cost trend rate of 11.0% for 2003, gradually decreasing to 5% in 2009 and remaining at that level
thereafter. A 1% point increase (decrease) in the assumed healthcare cost trend rate for each year would increase
(decrease) the accumulated other postretirement benefit obligation as of December 31, 2002 by $20.1 (or $16.6)
and the annual net periodic OPRB cost for the year then ended by $1.9 (or $1.6).

The following table summarizes CBP and OPRB costs charged to income:

2002 2001 2000

YEAR ENDED DECEMBER 31 CBP OPRB CBP OPRB CBP QOPRB
Service Cost $ 47 $49 $ 63 $51 $ 62 $ 54
Interest Cost 10.3 9.4 10.6 10.5 10.6 9.9
Expected Return on Plan Assets (10.4) (0.1} (11.5) 0.2y (12.3) (0.1)
Settlement (Gain) Loss 3.1 — — — (0.1) —
Amortization of Prior Service Cost and

Unrecognized Actuarial Gain 0.2 0.7 — 1.3 — 1.6
Total $ 79 $149 $ 54 $167 $ 4.4 3168

NOTE 11 - STOCK INCENTIVE PLANS

The Safeco Long-Term Incentive Plan of 1997 (the Plan), as amended, provides for the issuance of up to
12,000,000 shares of Safeco’s common stock. Incentive stock options, nonqualified stock options, restricted stock
rights (RSR), performance stock rights (PSR) and stock appreciation rights are authorized under the Plan. Stock
options are granted at exercise prices not less than the fair market value of the stock on the date of the grant. The
terms and conditions upon which options become exercisable may vary among grants, however, option rights expire
no later than ten years from the date of grant. Options and rights are granted to key employees and options
generally vest on a straight line basis over four years. In May 2002, a one-time grant of 1,018,000 Non-Qualified
Stock Options was made to Safeco employees not otherwise eligible for option grants. These newly issued options
vest over two years and expire five years from the date of grant.

At December 31, 2002, there were 5,631,307 stock options outstanding (vested and unvested), 298,437 RSR and

PSR share rights awarded but not yet matured, and 6,111,292 shares of common stock reserved for future options
and rights.
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Changes in stock options for the three years ended December 31, 2002 are as follows:

Options Outstanding

Weighted-
Average Price
Shares Per Share
Balance December 31, 1999 2,397,938 $34.89
Granted 726,000 20.47
Exercised (61,009) 20.11
Canceled (145,250) 33.14
Balance December 31, 2000 2,917,679 31.69
Granted 894,750 26.45
Exercised (317,293) 23.74
Canceled (710,902) 32.33
Balance December 31, 2001 2,784,234 30.75
Granted 3,293,300 33.20
Exercised (253,392) 26.50
Canceled (192,835) 35.95
Balance December 31, 2002 5,631,307 $32.20
Information about stock options outstanding and exercisable at December 31, 2002 is as follows:
Options Outstanding Options Exercisable
Weighted- Remaining Weighted-
Average Price Contractual Average Price
RANGE OF EXERCISE PRICES Shares Per Share Life (Years) Shares Per Share
$20.00 - 26.00 781,386 $21.98 7.38 269,836 $20.52
26.01 -31.75 855,030 28.01 6.80 339,269 28.23
31.76-36.00 3,259,400 33.30 7.64 87,900 32.90
36.01-52.00 735,491 43.03 4.32 696,550 43.23
Total 5,631,307 $32.20 7.04 1,393,555 $34.53

RSRs provide for the holder to receive a stated number of share rights if the holder remains employed for a stated
number of years. PSRs provide for the holder to receive a stated number of share rights if the holder attains certain
specified performance goals within a stated performance cycle. Performance goals may include operating income,
return on equity, relative stock price appreciation and/or other criteria.

Matured RSRs and earned PSRs are issued in stock and/or paid in cash at the option of the holder based on the fair
market value of Safeco’s stock on the issue/payment date. Safeco charged to operations $3.8, $1.4 and $(0.6),
during 2002, 2001 and 2000, respectively, for the compensation element of restricted and performance stock
rights. These expense amounts are determined based on variable plan accounting under SFAS 123. RSRs
compensation expense is charged to operations over the vesting period and PSRs compensation expense is charged
to operations when it is probable the performance goals will be achieved.
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Changes in RSRs and PSRs for the three years ended December 31, 2002 are as follows:

Share Rights

Balance December 31, 1999 262,324
Awarded 140,775
Matured/Earned (41,581)
Canceled (95,041)

Balance December 31, 2000 266,477
Awarded 174,592
Matured/Earned (29,929)
Canceled (167,494)

Balance December 31, 2001 243,646
Awarded 148,532
Matured/Earned (54,820)
Canceled (38,921)

Balance December 31, 2002 298,437

The Safeco Agency Stock Purchase Plan of 2000 (Agency Plan) provides for the issuance of up to 1,000,000
shares of Safeco’s common stock to agents that meet certain eligibility requirements. Agents meeting the eligibility
requirements can purchase Safeco’s common stock at a discount from the closing market price on the purchase
day. Common stock issued under the Agency Plan is held in a custodial account and restricted from sale, transfer
or assignment during the two year restriction period. As of December 31, 2002, a total of 62,159 cumulative
shares had been purchased, all of which were held in the custodial account.

NOTE 12 - COMMITMENTS AND CONTINGENCIES

Safeco leases office space, commercial real estate and certain equipment under leases that expire at various dates
through 2018. These leases are accounted for as operating leases. Safeco does not have any capitalized leases.

Minimum rental commitments, including cost escalation clauses, for leases in effect at December 31, 2002 are as
follows:

YEAR PAYABLE Minimum Rentals
2003 $ 53.0
2004 48.5
2005 46.1
2006 429
2007 40.0
2008 and Thereafter 143.9
Total $374.4

The amount of rent expense, net of sublease rental income, charged to operations was $49.6, $45.0 and $43.0 for
2002, 2001 and 2000, respectively.

Under state insolvency and guaranty laws, insurers licensed to do business in the state can be assessed or required
to contribute to state guaranty funds to cover policyholder losses resulting from insurer insolvencies. Liabilities for
guaranty funds are not discounted or recorded net of premium taxes and are included in other liabilities in the
Consolidated Balance Sheets, At December 31, 2002 and 2001, Safeco had liabilities of $17.5 and $14.0,
respectively, for estimated guaranty fund assessments.

Because of the nature of their businesses, Safeco’s insurance and other subsidiaries are subject to legal actions
filed or threatened in the ordinary course of their business operations, generally as liability insurers defending third-
party claims brought against their insureds or as insurers defending policy coverage claims brought against them.
Safeco does not believe that such litigation will have a material adverse effect on its financial condition, future
operating results or liquidity.
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NOTE 13 - ACQUISITIONS

In July 2002, Safeco completed its acquisition of the stop-loss medical business of Swiss Re Life & Health
America Holding Company (Swiss Re). The primary purpose of the acquisition is to build a greater presence in the
stop-loss medical business market and leverage Safeco’s expertise in this line of business. The transaction was in
the form of an indemnity coinsurance agreement, with total assets acquired of $137.0 including the acquisition of
Fort Wayne Risk Management Services, and resulted in the recognition of $26.0 of other intangible assets and
$26.2 of goodwill. Nearly all of the other intangible assets are comprised of the value of the reinsurance contracts
(and the related customer relationships) and are being amortized over a useful life of 20 years in proportion to
estimated future gross profits. The assets and liabilities acquired from Swiss Re are included in the Consolidated
Balance Sheets for 2002 and, beginning in July 2002, the results of these operations were included in the
Consolidated Statements of Income (Loss). The acquired business generated earned premiums of $116.0 and
pretax operating income of $23.6 from the acquisition date through December 31, 2002. For segment reporting
purposes, these operations are included with the results of Life & Investments in the Group segment.

In September 2001, Safeco acquired the lender placed insurance business of ACE Limited (ACE). With $80.0 of
premiums, the purpose of the acquisition was to build a greater presence as a provider of lender-placed hazard
insurance.

NOTE 14 - RUNOFF OF LONDON OPERATIONS

In the third quarter of 2002, Safeco decided to put its London operations into runoff, resulting in a charge of
$26.3 pretax in the quarter. This charge primarily refiects reserves strengthening to provide for emerging losses as
the business is run off.

NOTE 15 - DISCONTINUED OPERATIONS

Safeco Credit Company, Inc (Safeco Credit) provided loans and equipment financing and leasing to commercial
businesses, insurance agents and affiliated companies. In March 2001, Safeco decided to sell Safeco Credit. A
plan of disposal was formalized establishing the measurement date as March 31, 2001, and as a result, Safeco
Credit was accounted for as a discontinued operation effective March 31, 2001. On July 24, 2001, Safeco reached
a definitive agreement to sell Safeco Credit to General Electric Capital Corporation. The sale was completed on
August 15, 2001 (effective as of July 31, 2001) for total cash proceeds of $218.9. The proceeds included the
repayment of loans to Safeco Credit and settlement of other affiliated transactions between Safeco Credit and
Safeco totaling $668.9. The sale resulted in net proceeds of $250.0 and a pretax gain of $97.0. The $54.0 after
tax gain on the sale is reported in the Consolidated Statements of Income (Loss).

Safeco Credit generated after tax profits of $4.2 for the seven months ended July 31, 2001 and $12.7 for 2000.
NOTE 16 - RESTRUCTURING CHARGES

In July 2001, Safeco announced that it would eliminate approximately 1,200 jobs by the end of 2003. Since the
beginning of 2001 through the end of 2002, Safeco’s total employment has decreased by approximately 1,200,
excluding the reduction due to the sale of Safeco Credit and the increase associated with the acquisition of Swiss
Re. Positions eliminated were in the corporate headquarters and regional Property & Casualty operations.

Total restructuring charges and period costs associated with these changes were $66.1 through December 31,
2002. Exit costs totaled $18.0 and were accrued in the third quarter of 2001; period costs totaled $48.1: $26.3
in 2001 and $21.8 in 2002. The accrued exit costs of $18.0 included severance costs and lease termination and
other costs that were recognized and accrued as a restructuring charge (exit costs) in the third quarter of 2001.
Other charges not meeting the definition of exit costs have been expensed as restructuring charges in the periods
incurred. These period costs include stay bonuses, employee transfer costs, recruiting and training expenses,
related consulting fees and certain office closure costs.
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The activity related to the accrued restructuring charges at December 31, 2002 was as follows:

Lease

Termination

Severance and Other
Year Ended December 31 Costs Costs Total
Beginning Accrual in 2001 $13.0 $5.0 $18.0
Amounts Paid 2001 (8.0 (1.5) (9.5)
Amounts Paid 2002 (5.0 (3.5) (8.5)
Liability at December 31, 2002 $ — $ — $ —

NOTE 17 - INTANGIBLES AND GOODWILL

Effective March 31, 2001, Safeco elected to change its accounting policy for assessing goodwill from one based on
undiscounted cash flows to one based on a market value method. The market value method was determined to be a
preferable way to assess the current value of goodwill. As a result, we recorded a goodwill write-off of $1,201.0
($916.9 after tax) in the first quarter of 2001.

The market value method used to assess the recoverability of goodwill compared Safeco’s market capitalization
(stock price multiplied by shares outstanding) to its reported book value (total shareholders’ equity). Given the
extent of the shortfall of market capitalization compared to the reported book value as of March 31, 2001 and the
fact that a simiiar shortfall had existed for almost two years, Safeco concluded that under the new method the
entire goodwill asset was impaired and a write-off of the full amount was necessary. The majority of this goodwill
(97%) resulted from the 1997 acquisition of American States Financial Corporation whose operations have been
fully integrated into those of Safeco.

In the fourth quarter of 2001, after completion of a study, Safeco determined that its goodwill in R.F. Bailey
(Underwriting Agencies) Ltd. was impaired, resulting in a write-down of $13.1 ($8.5 after tax).

Safeco adopted SFAS 142 on January 1, 2002. Under SFAS 142, goodwill and indefinite-lived intangible assets
are no longer amortized but are reviewed annuaily (or more frequently if impairment indicators arise) for
impairment. Separable intangible assets continue to be amortized over their useful lives (but with no maximum life)
unless deemed to have an indefinite life. As a result of adopting SFAS 142, $28.0 of other intangibles (net of $5.0
accumulated amortization) were reclassified to goodwill in 2002. The adoption had minimal impact on the
Consolidated Statements of Income (Loss).

The following table presents Safeco’s intangibles and goodwil! at December 31, 2002 and 2001. The purchase of
Swiss Re’s stop-loss medical business in 2002 increased intangible and goodwill assets by $26.0 and $26.2,
respectively. The acquired intangibles are being amortized over an average estimated useful life of 20 years.

Gross Net

Carrying Accumulated Carrying

DECEMBER 31, 2002 Amount Amortization Amount
UNAMORTIZED INTANGIBLE ASSETS

Goodwill $ 58.5 $ — $ 58.5
AMORTIZABLE INTANGIBLE ASSETS

Present Value of Future Profits 82.3 (33.0) 49.3

Insurance Policy Expirations 64.5 (42.3) 22.2

Distribution Agreement 35.0 (10.6) 24.4

Non-compete Agreements 12.0 (8.9) 3.1

Other Intangible Assets 36.6 (4.1) 32.5

Total $288.9 $(58.9) $130.0
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Gross Net
Carrying Accumulated Carrying
DECEMBER 31, 2001 Amount Amortization Amount
UNAMORTIZED INTANGIBLE ASSETS
Goodwilt $ 29 $ — $ 29
AMORTIZABLE INTANGIBLE ASSETS
Present Value of Future Profits 82.3 (27.9) 54.4
Insurance Policy Expirations 60.9 (36.1) 24.8
Distribution Agreement 67.3 (13.6) 53.7
Non-compete Agreements 11.1 (6.5) 4.6
Other Intangible Assets 10.8 (1.8) 9.0
Total $235.3 $(85.9) $149.4
Amortization expense pretax was $18.0, $33.5, and $66.0 for 2002, 2001 and 2000, respectively.
ESTIMATED FUTURE AMORTIZATION FOR THE YEARS ENDED DECEMBER 31, PRETAX
2003 $ 153
2004 13.4
2005 12.1
2006 10.7
2007 7.2
2008 and Thereafter 72.8
Total $131.5

The changes in fhe carrying value of goodwill for each segment are presented in the following tables. For
description of segments see Note 20 — Segment Information.

January 1 December 31
2002 Additions Reclassification 2002
Property & Casualty
SBI - Special Account Facility $2.8 $ — $ — $ 28
Life & Investments
Group — 27.6 28.0 55.6
L&I Other 0.1 — — 0.1
Total $2.9 $27.6 $28.0 $58.5
January 1 December 31
2001 Additions Amortization Write-off 2001
Property & Casualty $1,176.2 $2.8 $(11.00  $(1,165.2) $2.8
Life & Investments 49.5 0.1 (0.6) (48.9) 0.1
Total $1,225.7 $2.9 $(11.6) $(1,214.1) $2.9

SAFECO 2002 FORM 10-K

Fs-37



The following table reverses the effect of the intangibles and goodwill amortization in 2001 and 2000 as if SFAS
142 was adopted in those years to show comparability of our reported net income (loss) in the periods presented.

YEAR ENDED DECEMBER 31 2002 2001 2000
Reported Net Income (Loss) $301.1 $(989.2) $114.6
Add back: intangibles and Goodwill Amortization —_ 11.1 37.9
Adjusted Net Income (Loss) $301.1 $(978.1) $152.5
INCOME (LOSS) PER SHARE - DILUTED AND BASIC

Reported Net Income (Loss) $ 233 $(7.75) $ 0.90
Add back: Intangibles and Goodwill Amortization — 0.09 0.30
Adjusted Net Income (Loss) $ 233 $(766) $ 1.20

NOTE 18 - DIVIDEND RESTRICTIONS

Safeco’s insurance subsidiaries are restricted by state regulations as to the aggregate amount of dividends they may
pay in any consecutive twelve-month period without regulatory approval. Generally, dividends may be paid out of
earned surplus without approval with 30 days prior written notice within certain limits. The limits are generally
based on the greater of 10% of the prior year statutory surplus or prior year statutory net income. Dividends in
excess of the prescribed limits or the subsidiary’s earned surplus require formal state insurance commission
approval. Based on statutory limits as of December 31, 2002, Safeco is able to receive approximately $490.6 in
dividends from its insurance subsidiaries in 2003 without obtaining prior regulatory approval.

NOTE 19 - STATUTORY FINANCIAL INFORMATION

State insurance regulatory authorities require the insurance subsidiaries to file annual statements prepared on an
accounting basis prescribed by the National Association of Insurance Commissioners’ (NAIC) revised Accounting
Practices and Procedures Manual or permitted by their respective state of domicile (that is, on a statutory basis).
Prescribed statutory accounting practices include state laws, regulations and general administrative rules, as well as
a variety of publications of the NAIC. Permitted statutory accounting practices encompass all accounting practices
not so prescribed.

Statutory net income differs from net income reported in accordance with accounting principles generally accepted
in the United States primarily because policy acquisition costs are expensed when incurred, life insurance reserves
are based on different assumptions and income tax expense reflects only taxes paid or currently payable.

The NAIC revised the Accounting Practices and Procedures Manual in a process referred to as Codification,
effective January 1, 2001. The domiciliary states of Safeco’s insurance subsidiaries have adopted the provisions of
the revised manual. The revised manual has changed, to some extent, prescribed statutory accounting practices and
resulted in changes to the accounting practices that Safeco’s insurance subsidiaries use to prepare their statutory-
basis financial statements. Upon the January 1, 2001 adoption, Safeco’s Property & Casualty insurance companies
statutory surplus increased by $207.4 and the life insurance companies by $45.3. Nearly all of the increase in the
amount of statutory surplus relates to the recording of deferred tax assets that were not recorded in the statutory
basis financia! statements under the prior statutory accounting guidance.

Under Washington State’s insurance code, investments in foreign securities are not considered admitted assets for
statutory accounting purposes. However, statutory accounting practices prescribed by the NAIC ailow insurance
companies to account for foreign investments as admitted assets. The Washington State Insurance Commissioner
has the express statutory authority to permit an insurer to make investments not otherwise eligible under the state’s
insurance code and has exercised this authority by permitting Safeco to account for its foreign investments as
admitted assets. The Property & Casualty insurance subsidiaries hold investments in foreign corporations and
municipalities of $114.9 and $105.9 at December 31, 2002 and 2001, respectively, and Life & Investments
insurance subsidiaries hold investments in foreign corporations and municipalities of $162.9 and $326.4 at
December 31, 2002 and 2001, respectively. These amounts increase the surplus of our insurance subsidiaries
accordingly.
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Statutory Net income (Loss)

YEAR ENDED DECEMBER 31 2002 2001 2000
Property & Casualty $464.5 $(218.2) $211.5
Life 30.1 132.0 85.6

Statutory Capital and Surplus

DECEMBER 31 2002 2001
Property & Casualty $2,509.5 $2,266.7
Life ‘ 203.4 782.9

NOTE 20 - SEGMENT INFORMATION

Safeco operates on a nationwide basis in two principal businesses: (1) property and casualty insurance including
surety (Property & Casualty) and (2) life insurance and asset management (Life & Investments).

Property & Casuaity

Safeco’s Property & Casualty Insurance operations are organized around our four operating segments: Safeco
Personal Insurance (SPI), Safeco Business Insurance (SBI), Surety and Property & Casualty Other (P&C Other).
These operations contain our reportable segments, which are managed separately as described below.

Safeco Personal Insurance

SPI writes automobile, homeowners and other insurance coverages for individuals, and the SPI operations are
organized around three reportable segments — Personal Auto, Homeowners and Specialty, which are managed
separately by these product groupings.

The Personal Auto segment provides coverage for liability to others for both bodily injury and property damage and
for physical damage to an insured’s own vehicle from collision and other hazards.

The Homeowners segment provides protection against losses to dwellings and contents from a wide variety of
hazards, as well as coverage for liability arising from ownership or occupancy. Homeowners policies insure
dwellings, condominiums, and rental property contents.

The Specialty segment provides coverages for earthquake, dwelling fire, inland marine and boat insurance for
individuals.

Safeco Business Insurance

SBI writes various commercial coverages including commercial multi-peril, workers compensation, general liability
and auto. SBI's operations are organized around three reportable segments: SBI Regular, SBI Special Accounts
Facility and SBI Runoff, which are managed separately based on the nature of the underlying insured.

SBI Regular is Safeco’s core commercial segment writing commercial lines insurance for small-to-medium sized
businesses. The principal coverages offered by SBI Regular are commercial multi-peril, general liability, workers
compensation and auto.

SBI Special Accounts Facility writes larger commercial accounts for key Safeco agents and our four continuing
specialty commercial programs.
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SBI Runoff includes results for the larger commercial business accounts and 15 specialty programs that Safeco is
exiting.

Surety
Surety provides an insured with a third party guarantee of a statutory or contractual obligation of the insured.
Safeco offers surety bonds primarily for construction, performance and for legal matters such as appeals, probate

and bankruptcies.

Property & Casualty Other

P&C Other includes discontinued assumed reinsurance business, non-voluntary property and casualty business for
personal lines, results from Safeco’s Lioyds of London operations which are in runoff and certain other discontinued
product lines.

Life & Investments

Life & Investments provides a broad range of products and services that include individual and group insurance
products, annuity products, mutual funds and investment advisory services. These operations are managed
separately as six reportable segments: Retirement Services, Income Annuities, Group, Individual, Asset
Management and Life & Investments Other (L&| Other) based on product groupings.

Retirement Services products are primarily fixed and variable deferred annuities (both qualified and non-qualified),
tax-sheltered annuities (marketed to teachers and not-for-profit organizations), guaranteed investment contracts and
corporate retirement funds.

Income Annuities’ principal product is the structured settlement annuity that is sold to fund third party personal
injury settlements, providing a reliable income stream to the injured party.

Group's principal product is stop-loss medical insurance sold to employers with self-insured medical plans. Aiso
included in this segment are group life, accidental death and dismemberment and disability products.

Individual's products include term, universal and variable universal life and BOLI.

Asset Management provides investment advisory services for Safeco mutual funds, variable insurance portfolios,
institutional and trust accounts.

L&l Other is comprised mainly of investment income resulting from the investment of capital and accumulated
earnings of the operating lines of business. L&l Other also includes the results of a wholly-owned subsidiary, Talbot
Financial Corporation (Talbot), an insurance agency.

Corporate

In addition to these operating segments, certain activities are reported in the Corporate segment and not allocated
to individual segments. The Corporate segment includes operating results for the parent company, which includes
interest expense for Safeco’s debt; SFP, which is engaged in limited derivative activity; Safeco Properties, Inc.,
which owns real estate held for sale; and intercompany eliminations.

Safeco’s management measures segment profit or loss for Property & Casualty based upon underwriting results.
Underwriting results (profit or loss) represent the net amount of earned premium less underwriting losses and
expenses on a pretax basis. Management views underwriting results as a critical measure to assess the underwriting
profitability of the Property & Casualty operations.

Life & Investments results are evaluated based on pretax operating earnings, which excludes net realized
investment gains and losses and unusual or non-recurring events or transactions. Management believes the
presentation of segment pretax operating earnings enhances the understanding of our results of operations by
highlighting earnings attributable to the normal, recurring operations of the business.
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Underwriting results and segment pretax operating earnings are not a substitute for net income determined in
accordance with GAAP.

The foliowing tables present selected financial information by segment and reconcile segment revenues, underwriting
results and pretax operating earnings to amounts reported in the Consolidated Statements of Income (Loss).

REVENUES
YEAR ENDED DECEMBER 31 2002 2001 2000

PROPERTY & CASUALTY EARNED PREMIUMS
Safeco Personal Insurance (SPI)

Personal Auto $1,947.1 $1,767.4 $1,7236
Homeowners 757.4 740.6 729.8
Specialty 203.1 201.6 186.7
Total SPI 2,807.6 2,709.6 2,640.1
Safeco Business Insurance (SB!)
Regular 1,014.1 1,033.0 1,171.7
Special Accounts Facility 276.0 128.1 111.6
Runoff 170.9 482.3 555.4
Total SBI 1,461.0 1,643.4 1,838.7
Surety 126.3 95.6 61.6
P&C Qther 26.4 24.2 23.0
Total Earned Premiums 4,521.3 4,472.8 4,563.4
Net Investment income 460.0 457.7 460.5
Total Property & Casualty Revenues 4,981.3 4,930.5 5,023.9
LIFE & INVESTMENTS PREMIUMS, NET INVESTMENT INCOME AND OTHER REVENUES
Retirement Services 379.5 367.1 429.3
Income Annuities 529.2 530.0 497.0
Group 477.4 336.2 315.6
Individual 379.7 367.8 340.7
Asset Management 29.9 359 42.9
L&I Other 189.2 180.3 174.2
Total Premiums, Net Investment Income and Other Revenues 1,984.9 1,817.3 1,799.7
Consolidated Net Realized Investment Gains 82.5 93.0 1395
Corporate 16.4 21.7 12.0
TOTAL REVENUES $7,065.1 $6,862.5 $6,975.1
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PRETAYX UNDERWRITING PROFITS (LOSSES), PRETAX OPERATING EARNINGS AND NET INCOME (LOSS)

YEAR ENDED DECEMBER 31

2002 2001 2000

PROPERTY & CASUALTY
Underwriting Profits (Losses)
Safeco Personal Insurance (SPI)

Personal Auto

Homeowners

Specialty

Total SPI

Safeco Business Insurance (SBI)
Regular
Special Accounts Facility
Runoff

Total SBI

Surety
P&C Other

Tota! Underwriting Losses
Net Investment Income
Goodwill Amortization
Goodwill Write-off
Restructuring Charges

Total

LIFE & INVESTMENTS
Pretax Operating Earnings
Retirement Services
Income Annuities

Group

Individual

Asset Management

L&| Other

Pretax Operating Earnings
Goodwill Write-off

Total

Corporate
Net Realized Investment Gains

Income (Loss) from Continuing Operations before Income Taxes, Distributions
on Capital Securities and Change in Accounting Principle

Provision (Benefit) for Income Taxes

Income (Loss) from Continuing Operations before Distributions
on Capital Securities and Change in Accounting Principle

Distributions on Capita! Securities, Net of Taxes
Income from Discontinued Operations, Net of Taxes
Gain from Sale of Credit Operations, Net of Taxes

Cumulative Effect of Change in Accounting Principle, Net of Taxes

NET INCOME (LOSS)

$ (44.4) $ (80.5) $(123.0
(37.2) (205.6) (116.7)
28.9 3.9 18.2

(52.7) (282.2) (221.5)

(51.7) (163.2) (110.6)

17.8 3.9 5.7
(107.5) (279.6) (162.3)
(141.4) (438.9) (267.2)

17.6 2.4 11.7

(63.1) (118.8) (44.9)
(232.6) (837.5) (621.9)
460.0 457.7 460.5

— (11.0 (44.0)
— (1,165.2) —
(21.8) (44.3) —

198.6 (1,600.3) (105.4)

21.6 15.6 30.0
41.5 47.8 26.4
€9.2 26.6 4.3
21.6 228 24.6
5.2 8.0 13.0
77.9 76.7 70.2
237.0 197.5 168.5
— (48.9) —
237.0 148.6 168.5
(85.6) (54.6) (63.2)
82.5 93.0 139.5

462.5 (1,413.3) 139.4
116.6 (412.8) (7.3)

345.8 (1,000.5) 146.7

(44.8) (44.8) (44.8)
— 4.2 12.7
— 54.0 —
— (2.1) —

$301.1 $ (989.2) $114.6
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ASSETS

DECEMBER 31 2002 2001 2000
PROPERTY & CASUALTY
Safeco Personal Insurance (SP1)
Personal Auto $ 3,495.0 $ 2,953.3 $ 3,071.1
Homeowners 1,868.0 1,668.2 1,772.7
Specialty 695.1 617.5 637.8
Total SPI 6,058.1 5,239.0 5,481.6
Safeco Business Insurance {SBI)
Regular 3,165.7 2,947.2 3,233.7
Special Accounts Facility 546.0 2394 226.3
Runoff 1,709.6 2,182.1 1,953.4
Total SBI 5,421.3 5,368.7 54134
Surety 415.6 312.2 184.2
P&C Other 1,040.0 1,143.2 1,086.8
Total 12,935.0 12,063.1 12,166.0
LIFE & INVESTMENTS
Retirement Services 7,298.3 6,403.9 6,176.6
Income Annuities 7,386.6 6,978.7 6,605.7
Group 353.4 172.5 192.2
Individual 4,347.1 3,989.2 3,658.8
Asset Management 60.4 73.6 73.5
L&' Other 2,074.4 1,604.7 1,192.2
Total 21,520.2 19,222.6 17,899.0
Discontinued Credit Operations — — 481.2
Corporate 200.8 443.0 194.0
Total Assets $34,656.0 $31,728.7 $30,740.2
NOTE 21 - QUARTERLY RESULTS OF OPERATIONS (UNAUDITED)
First Second Third Fourth
Quarter Quarter Quarter Quarter Annual
REVENUES
2002 $1,712.6 $1,798.3 $1,794.6 $1,759.6 $7,065.1
2001 1,732.9 1,715.7 1,708.1 1,705.8 6,862.5
2000 1,730.0 1,734.3 1,769.9 1,740.9 6,975.1
NET INCOME (LOSS)
2002 $¢ 636 % 1052 $ 752 $ 57.1 $ 3011
2001~ (882.8) (14.4) (100.6) 8.6 (989.2)
2000 29.8 29.1 45.5 10.2 1146
NET INCOME (LOSS) PER SHARE - DILUTED
2002 $ 50 ¢ 82 $ 59 3 42§ 233
2001* (6.91) (.11) (.79) .06 (7.75)
2000 .23 .23 .36 .08 .90
* Included in the 2001 income (loss) amounts are the following:
First Quarter: Goodwill write-off of $1,201.0 ($917.0 after tax)
Third Quarter: Property & Casuaity’s loss reserve strengthening of $240.0 ($156.0 after tax)
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Safeco Corporation and Subsidiaries

Summary of investments — Other Than investments in Related Parties Schedule |
TYPE OF INVESTMENTS
Cost or Balance
Amortized Fair Sheet
DECEMBER 31, 2002 Cost Value Amount
(In Miflions)
FIXED MATURITIES
Bonds
U.S. Government & Agencies $ 1,801.1 $ 2,076.0 $ 2,076.0
States and Political Subdivisions 2,386.2 2,640.0 2,640.0
Foreign Governments 284.6 377.0 377.0
Public Utilities 2,424.0 2,459.9 2,459.9
Convertible Bonds 75.5 126.2 126.2
Mortgage-Backed Securities 5,171.2 5,496.0 5,496.0
All Other Corporate Bonds 10,306.4 10,900.4 10,900.4
Redeemable Preferred Stocks 197.1 202.5 202.5
Total Fixed Maturities (1) 22,646.1 24,278.0 24,278.0
EQUITY SECURITIES
Common Stocks
Public Utilities 31.0 44.8 44.8
Banks, Trust and Insurance Companies 54.4 100.8 100.9
Industrial, Miscellaneous and All Other 504.2 742.3 742.3
Non-Redeemable Preferred Stocks 186.9 194.5 194.5
Total Equity Securities 777.2 $ 1,082.5 1,082.5
OTHER
Mortgage Loans (1) 925.9 925.9
Policy Loans 88.1 88.1
Other Invested Assets (2) 85.7 85.7
Short-Term Investments 311.0 311.0
Total Other 1,410.7 1,410.7
Total Investments $24,834.0 $26,771.2

(1) The carrying value of investments in fixed maturities and mortgage loans that have not produced income for the last twelve months is $48.3 at

December 31, 2002.

(2) Other Invested Assets includes real estate, limited partnerships and derivative financial instruments.
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Safeco Corporation and Subsidiaries

Condensed Statements of Income (Loss) Schedule li
Condensed Financial Information of the Registrant (Parent Company)

YEAR ENDED DECEMBER 31 2002 2001 2000
(In Millions)
REVENUES
Dividends - Nonaffiliates $ 4.0 $ 15 $ 1.9
Interest - Affiliates 7.1 16.8 20.6
- Nonaffiliates 0.1 1.1 4.9
Net Realized [nvestment Gains (Losses) (22.4) (13.0) 0.8
Total (11.2) 6.4 28.2
EXPENSES
Interest 84.3 78.8 88.6
Distributions on Capital Securities 65.0 69.0 69.0
Other 8.7 5.4 8.6
Total 140.0 153.2 166.2
Loss from Continuing Operations before Income Taxes (151.2) (146.8) (138.0)
Benefit from Income Taxes (52.6) {52.0) (48.7)
Loss from Continuing Operations (28.6) (94.8) (89.3)
Income from Discontinued Credit Operations, Net of Taxes — 4.2 —
Gain from Sale of Credit Operations, Net of Taxes — 54.0 —
Loss before Equity in Net Income (Loss) of Subsidiaries (28.6) (36.6) (89.3)
Equity in Net Income (Loss) of Subsidiaries 399.7 (952.6) 203.9
Consolidated Net Income (Loss) $ 301.1 $(989.2) $114.6
s-2 SAFECO 2002 FORM 10-K




Safeco Corporation and Subsidiaries

Condensed Balance Sheets Schedule 1l
Condensed Financial Information of the Registrant (Parent Company)
DECEMBER 31 2002 2001

(In Millions)

ASSETS

Investments
Stock of Subsidiaries — At Cost Plus Equity in Undistributed Earnings
Fixed Maturities Available-for-Sale, at Fair Value (Amortized cost: $78.2; $4.2)
Marketable Equity Securities Available-for-Sale, at Fair Value (Cost: $10.4; $27.8)
Other Invested Assets
Short-Term Investments

Total investments

Receivables from Affiliated Companies
Interest Receivable

Current Income Taxes Recoverable
Deferred Income Taxes Recoverable
Other Assets

Securities Lending Collateral

Total Assets

LIABILITIES AND SHAREHOLDERS' EQUITY
Interest Payable

Payables to Affiliated Companies
Dividends Payable to Shareholders
Debt

Current Income Taxes Payable

Other Liabilities

Securities Lending Payable

Total Liabilities

Preferred Stock, No Par Value
Shares Authorized: 10
Shares Issued and Outstanding: None
Common Stock, No Par Value
Shares Authorized: 300
Shares Reserved for Options: 12.0; 6.4
Shares Issued and Outstanding: 138.2; 127.7
Retained Earnings
Accumulated Other Comprehensive Income, Net of Taxes

Total Shareholders' Equity
Total Liabilities and Shareholders’ Equity

$6,028.7 $5,3304

78.5 5.5
20.9 458
21.3 23.0

6.4 5.5

6,155.8 5410.2

258.0 222.6

14.7 0.3
14.4 —
43.6 52.5
63.1 12.7
92.5 19.7

$6,642.1 $5,718.0

$ 582 $ 487

43.8 3.4
25.6 23.6
1,945.1 1,915.4
— 22.8
45.3 49.8
92.5 19.7

2,210.5 2,083.4

1,178.1 841.9
2,072.2 1,875.9
1,181.3 916.8

4,431.6 3,634.6

$6,642.1 $5,718.0
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Safeco Corporation and Subsidiaries

Condensed Statements of Cash Fiows Schedule I
Condensed Financial Information of the Registrant (Parent Company)

YEAR ENDED DECEMBER 31 2002 2001 2000
(In Mitlions)

OPERATING ACTIVITIES

Dividends and Interest Received -~ Affiliates $ 2084 $220.3 $ 486.9

~ Nonaffiliates 5.3 10.1 6.6
Interest Paid and Distributions on Capital Securities (138.7) (147.5) (150.1)
Other, Net 5.5 6.0 (2.2)
Income Taxes Refunded (Paid) 28.8 (13.4) 6.6
Net Cash Provided by Operating Activities 109.3 75.5 347.8

INVESTING ACTIVITIES
Purchases of

Fixed Maturities (326.5) (4.1) (14.9)

Equities (5.5) (13.6) (93.8)

Other Invested Assets (58.0) — —
Maturities of Fixed Maturities — — 20.0
Sales of

Fixed Maturities 35 58.3 13.2

Equities 12.2 27.5 63.3
Funds Loaned to Affiliate —_ — (300.0)
Net (Increase) Decrease in Short-Term Investments (0.9) 13.6 43.7
Proceeds from Sale of Credit Operations — 250.0 —
Funds Repaid by Affiliate — 86.4 —
Net Capital Contributions to Subsidiaries 3.1 (324.1) —
Net Cash (Used in) Provided by Investing Activities (372.1) 94.0 (268.5)
FINANCING ACTIVITIES
Proceeds from Notes 371.8 — 300.0
Proceeds from Common Stock Offering 32%.2 — —
Repayment of Notes (42.8) — —
Net Repayment of Commercial Paper (29%.0) (50.8) (159.1)
Common Stock Reacquired (2.9) (8.1) (30.4)
Dividends Paid to Shareholders {94.6) (118.1) (189.4)
Other, Net 8.1 7.4 (0.4)
Net Cash Provided by (Used in) Financing Activities 262.8 (169.6) (79.3)
Net Decrease in Cash and Cash Equivalents — (0.1) —
Cash and Cash Equivalents at Beginning of Year — 0.1 0.1
Cash and Cash Equivalents at End of Year $ — $ — $ 0.1
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Safeco Corporation and Subsidiaries

Condensed Statements of Cash Flows —

Reconciliation of Net income (Loss) to Net Cash Provided by Operating Activities
Condensed Financial Information of the Registrant (Parent Company)

YEAR ENDED DECEMBER 31

2002

(In Miltions)

Net Income (Loss)

ADJUSTMENTS TO RECONCILE NET INCOME (LOSS)
TO NET CASH PROVIDED BY OPERATING ACTIVITIES
Equity in Net Income (Loss) of Consolidated Subsidiaries
Dividends Received from Consolidated Subsidiaries
Net Realized Investment (Gains) Losses
Deferred Income Tax Provision (Benefit)
Other
Gain from Sale of Credit Operations, Net of Taxes
Changes in
Accrued investment income
Interest Payable
Accrued Income Taxes
Other Assets and Liabilities

Total Adjustments
Net Cash Provided by Operating Activities

$ 301.1

(388.7)
199.4
224
10.7

(1.3}

(14.4)
9.5

(37.2)
18.8

(191.8)

$109.3

In December 2002, the parent company contributed $150.0 to Property & Casualty and $100.0 to Life & Investments, consisting
of $249.3 of fixed maturities and $0.7 of cash. There were no significant non-cash financing or investing activities for the years

ended December 31, 2001 and 2000.
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Safeco Corporation and Subsidiaries

Supplemental insurance Information

DECEMBER 31, 2002

(In Millions)
Reserve for
Future Policy
Benefits, Other
Deferred Losses, Policy
Policy Claims Claims and
Acquisition and Loss Unearned Benefits
SEGMENT Costs Expenses Premiums Payable
PROPERTY & CASUALTY
SPI
Personal Auto $ 77.7 $1,256.9 $ 544.6 $ —_
Homeowners 77.8 301.7 416.5 —
Specialty 23.7 106.2 11e.3 —
SBI
Regular 86.2 1,467.4 530.2 _
Special Accounts Facility 125 143.2 107.2 —
Runoff 0.2 1,007.6 0.8 —
Surety 37.6 0.2 97.1 —
P&C Other 0.2 655.3 21.6 —
Restructuring Charges — — — —
Total 3329 4,998.5 1,838.0 —
LIFE & INVESTMENTS
Retirement Services 128.1 43.8 — 5,830.5
Income Annuities — - — 6,308.4
Group 14.7 248.9 2.5 —
Individual 149.6 216.2 7 3,416.5
Asset Management —_ — —_— —
L&( Other — — —_ —_
Total 293.4 509.9 9.5 15,655.4
Corporate — — — —
Consolidated Totals $626.3 $5,508.4 $1,847.5 $15,655.4

S-6
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Schedule 11

Year Ended December 31, 2002

Premiums Benefits, Amortization
and Claims, of Deferred
Service Net Losses and Policy Other
Fee Investment Adjustment Acquisition Operating Net Written
Revenues Income Expenses Costs Costs Premiums
$1,947.1 $ 120.1 $1,533.0 $272.1 $ 1864 $2,025.7
757.4 65.5 574.3 150.0 70.3 767.6
203.1 23.6 110.5 46.7 17.0 202.7
1,014.1 111.3 697.6 184.7 183.5 1,055.2
276.0 10.5 142.1 71.5 44.7 349.0
170.9 79.2 208.2 30.7 38.4 25.0
126.3 8.1 239.6 60.9 8.2 133.6
26.4 40.7 66.9 2.2 20.4 25.8
— — — — 21.8 —
4,521.3 460.0 3,363.2 818.8 600.7 $4,584.6
24.0 355.5 288.5 22.2 47.2
0.2 529.0 470.2 — 17.5
472.1 5.3 277.0 6.2 125.0
142.6 237.1 286.6 124 59.1
28.7 1.2 — - 24.7
110.7 78.5 — — 111.3
778.3 1,206.6 1,322.3 40.8 384.8
— 5.7 — — 72.0
$5,29°.6 $1,672.3 $4,685.5 $859.6 $1,057.5
SAFECO 2002 FORM 10-K s-7




Safeco Corporation and Subsidiaries

Supplemental Insurance infermation (continued)

DECEMBER 31, 2001

(In Millions)
Reserve for
Future Policy
Benefits, Other
Deferred Losses, Policy
Policy Claims Claims and
Acquisition and Loss  Unearned Benefits
SEGMENT Costs Expenses  Premiums Payable
PROPERTY & CASUALTY
SPI
Personal Auto $ 64.4 $1,172.5 $ 4654 % —
Homeowners 79.8 298.5 406.0 —
Specialty 24.6 98.3 119.8 —
SBI
Regular 87.0 1,439.1 484.5 —
Special Accounts Facility 7.6 87.7 33.7 —
Runoff 25.0 1,206.4 153.7 —
Surety 33.7 57.1 87.6 —
P&C Other 0.6 694.1 22.2 —
Goodwill Amortization — — — —
Goodwill Write-off — — — —
Restructuring Charges — — — —
Total 322.7 5,053.7 1,772.9 —
LIFE & INVESTMENTS
Retirement Services 120.2 14.7 — 5,174.7
Income Annuities — — — 6,245.3
Group 16.5 142.0 23 —
Individual 167.4 235.1 7.0 3,204.2
Asset Management — — — —
L& Other — — — —
Goodwill Write-off — —_ — —
Total 304.1 391.8 9.3 14,624.2
Corporate — — — —
Consolidated Totals $626.8 $5,445.5 $1,782.2 $14,624.2
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Schedule 11

Year Ended December 31, 2001

Premiums Benefits, Amortization
and Claims, of Deferred

Service Net Losses and Policy Other Net
Fee investment Adjustment Acquisition Operating Written
Revenues Income Expenses Costs Costs Premiums
$1,767.4 $ 1129 $1,429.2 $295.0 $ 1237 $1,795.2
740.6 63.7 724.1 114.0 108.1 743.0
201.6 22.8 130.1 36.1 315 204.2
1,033.0 109.3 845.0 185.8 1654 983.3
128.1 7.0 72.3 39.9 11.8 133.9
482.3 87.6 596.4 75.1 90.6 4243
95.6 7.6 30.3 42.6 20.3 131.5
24.2 46.8 136.8 3.7 2.5 23.8
_ — — — 11.0 -
— — — — 1,165.2 —
— — — — 443 —
4,472.8 457.7 3,964.2 792.2 1,774.4 $4,439.2

27.9 339.2 284.5 17.0 50.0

0.4 529.6 463.9 — 18.3

3325 3.7 212.2 5.7 91.7

141.1 226.7 274.3 8.6 6l1.1

33.6 2.3 — — 27.9

101.5 78.8 — — 103.6

— — — — 48.9

637.0 1,180.3 1,234.9 32.3 401.5

— 11.3 — — 76.3

$5,109.8 $1,649.3 $5,199.1 $824.5 $2,252.2
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Safeco Corporation and Subsidiaries

Supplemental Insurance Information (continued)

DECEMBER 31, 2000

(In Millions)
Reserve for
Future Policy
Benefits, Other
Deferred Losses, Policy
Policy Claims Claims and
Acquisition and Loss Unearned Benefits
SEGMENT Costs Expenses Premiums Payable
PROPERTY & CASUALTY
SPI
Personal Auto $ 615 $1,134.7 $ 437.6 $ —
Homeowners 80.9 261.0 403.5 —
Specialty 24.1 86.4 119.7 —
SBI
Regular 93.8 1,345.0 534.8 —
Special Accounts Facility 6.2 70.6 27.0 —
Runoff 32.2 1,071.7 211.5 —
Surety 12.9 (11.8) 70.4 —
P&C Other 0.5 655.1 22.4 —
Goodwill Amortization — — — —
Total 312.1 4,612.7 1,826.9 —
LIFE & INVESTMENTS
Retirement Services 104.3 14.1 — 4,925.8
Income — — — 6,167.8
Group 17.8 173.1 29 —
Individual 171.2 229.1 6.7 2,992.1
Asset Management — — — —
L&! Other — — — —
Total 293.3 416.3 9.6 14,085.7
Corporate — — — —
Consolidated Totals $605.4 $5,029.0 $1,836.5 $14,085.7
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Schedule 11

Year Ended December 31, 2000

Premiums Benefits, Amortization
and Claims, of Deferred

Service Net Losses and Policy Other Net
Fee Investment Adjustment Acquisition Operating Written
Revenues Income Expenses Costs Costs Premiums
$1,723.6 $ 1144 $1,446.9 $294.4 $ 1053 $1,725.6
729.8 60.1 626.9 116.6 103.0 738.7
186.7 19.1 108.2 30.3 30.0 1933
1,171.7 115.7 903.8 208.3 171.8 1,140.9
111.6 6.0 €64.4 35.1 6.3 116.5
555.4 89.0 534.9 86.1 96.9 538.1
61.6 3.3 21.2 22.0 6.7 63.8
23.0 52.9 63.7 3.8 (1.3) 22.8
— — — — 44.0 —
4,563.4 460.5 3,770.0 796.6 562.7 $4,539.7

36.8 392.5 328.8 22.8 477

1.2 4958 440.3 — 30.3

313.6 2.0 214.7 5.3 91.3

133.8 206.9 248.4 9.5 58.2

37.0 5.9 — — 29.9

95.8 78.4 — — 104.0

618.2 1,181.5 1,232.2 37.6 36l.4

— (8.5) (14.6) — 89.8

$5,181.6 $1,633.5 $4,987.6 $834.2 $1,013.9
SAFECO 2002 FORM 10-K s-11




Safeco Corporation and Subsidiaries

Reinsurance Schedule 1V
Ceded to Assumed
Gross Other  from Other Net Assumed
YEAR ENDED DECEMBER 31 Amount  Companies Companies Amount to Net
(In Millions)
2002
Life Insurance in Force at Year End $63,354.6 $(11,906.8) $3,646.4 $55,094.2 6.6%
Premiums Earned
Property & Casualty Insurance 4,553.3 (124.4) 92.4 4,521.3 2.0%
Life Insurance 155.8 (25.4) 8.9 137.3 5.0%
Accident and Health Insurance 340.5 (15.8) 137.4 462.3 29.7%
Total $ 50496 $ (1654) $ 236.7 $ 5,120.9 4.6%
2001
Life Insurance in Force at Year End $57,330.1 $ (9,846.3) $ 181.3 $47,665.1 0.4%
Premiums Earned
Property & Casualty Insurance 4,597.3 (151.5) 27.0 4,472.8 0.6%
Life Insurance 150.5 (21.0) (18.7) 110.8 (16.9)%
Accident and Health fnsurance 345.4 (13.6) 18.9 350.7 5.4%
Total $ 50832 $ (186.1) $ 27.2 $ 4,934.3 0.6%
2000
Life Insurance in Force at Year End $55,077.6 $ (881500 $ 184.2 $46,446.8 0.4%
Premiums Earned
Property & Casualty {nsurance 4,717.6 (163.0) 8.8 4,563.4 0.2%
Life Insurance 173.4 (17.6) 12.9 168.7 7.6%
Accident and Health Insurance 262.8 (15.1) 19.2 266.9 7.2%
Total $ 51538 $ (195.7) $ 409 $ 4,999.0 0.8%
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Safeco Corporation and Subsidiaries

Supplemental Information Concerning Schedule VI
Consoiidated Property & Casualty Insurance Operations
AFFILIATION WITH REGISTRANT: PROPERTY & CASUALTY SUBSIDIARIES
DECEMBER 31 2002 2001 2000
(In Millions)
Deferred Policy Acquisition Costs $ 33298 $ 3227 $ 3121
Reserve for Losses and Loss Adjustment Expenses 4,998.5 5,0563.7 46127
Unearned Premiums 1,838.0 1,772.9 1,826.9
YEAR ENDED DECEMBER 31 2002 2001 2000
Earned Premiums $4,521.3 $4,472.8 $4,563.4
Net Investment Income 460.0 457.7 460.5
Loss and Loss Adjustment Expenses Incurred Related to
Current Year 3,237.4 3,619.1 3,621.7
Prior Year 125.8 345.1 148.3
Amortization of Deferred Policy Acquisition Expenses 818.8 792.2 796.6
Paid Losses and Loss Adjustment Expenses 3,414.1 3,595.5 3,570.0
Net Written Premiums 4,584.6 4,439.2 4,539.7
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Safeco Corporation and Subsidiaries

Index to Exhibits

3.1 Bylaws (as last amended November 6, 2002), filed as Exhibit to Safeco’s Registration
Statement on Form S-3 filed on December 30, 2002 (File No. 333-102298), are incorporated
herein by this reference.

3.2 Restated Articles of Incorporation (as amended May 7, 1997), filed as Exhibit 3.2 to Safeco’s
Quarterly Report on Form 10-Q for the quarter ended June 30, 1997 (File No. 1-6563), are
incorporated herein by this reference.

4.1 Safeco agrees to furnish the Securities and Exchange Commission, upon request, with copies
of all instruments defining rights of holders of long-term debt of Safeco and its consolidated
subsidiaries.

4.2 Indenture, dated as of July 15, 1997, between Safeco and The Chase Manhattan Bank, as

Trustee, filed as Exhibit 4.2 to Safeco’s Quarterly Report on Form 10-Q for the quarter ended
June 30, 1997 (File No. 1-6563), is incorporated herein by this reference.

4.3 Form of Certificate of Exchange Junior Subordinated Debenture filed as Exhibit 4.2 to
Safeco’s Registration Statement on Form S-4 (No. 333-38205) dated October 17, 1997, is
incorporated herein by this reference.

4.4 Certificate of Trust of Safeco Capital Trust | dated June 18, 1997, filed as Exhibit 4.4 to
Safeco’s Quarterly Report on Form 10-Q for the quarter ended June 30, 1997 (File No.
1-6563), is incorporated herein by this reference.

4.5 Amended and Restated Declaration of Trust of Safeco Capital Trust | dated as of July 15,
1997, filed as Exhibit 4.5 to Safeco’s Quarterly Report on Form 10-Q for the quarter ended
June 30, 1997 (File No. 1-6563), is incorporated herein by this reference.

4.6 Form of Exchange Capital Security Certificate for Safeco Capital Trust | filed as Exhibit 4.5 to
Safeco’s Registration Statement on Form S-4 (No. 333-38205) dated October 17, 1997, is
incorporated herein by this reference.

4.7 Form of Exchange Guarantee of Safeco relating to the Exchange Capital Securities, filed as
Exhibit 4.6 to Safeco’s Registration Statement on Form S-4 (No. 333-38205) dated October
17, 1997, is incorporated herein by this reference.

4.8 Indenture, dated as of February 15, 2000, among Safeco and The Chase Manhattan Banrk,
N.A., as Trustee, filed as Exhibit 4.8 to Safeco’s Annual Report on Form 10-K for the fiscal
year ended December 31, 1999 (File No. 1-6563), is incorporated herein by this reference.

4.9 Form of 7.875% Notes due 2003, filed as Exhibit 4.9 to Safeco’s Annual Report on Form
10-K for the fiscal year ended December 31, 1999 (File No. 1-6563), is incorporated herein
by this reference.

4.10 Form of Safeco Agency Stock Purchase Plan Terms and Conditions as Agreed to by the
Agency, filed as Exhibit 4.1 to Safeco’s Annual Report on Form 10-K for the fiscal year ended
December, 2000 (File No. 1-6563), is incorporated herein by this reference.

411 Indenture for Debt Securities between J.P. Morgan Trust Company, National Association, and
Safeco, dated as of August 23, 2002, filed as Exhibit 4.11 to Safeco’s Current Report on
Form 8-K dated January 28, 2003 (File No. 1-6563), is incorporated herein by this reference.

4,12 Form of 4.200% Senior Notes due 2008.
4.13 Form of 4.875% Senior Notes due 2010.
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Safeco Corporation and Subsidiaries

Index to Exhibits (continued)

10.1

10.2

10.3

10.4

10.5

10.6

10.7

10.8

10.9

10.10

10.11

E-2

First Amendment to Employment Agreement between Safeco Corporation and Michael S.
McGavick dated as of December 12, 2002.

Safeco Corporation Deferred Compensation Plan for Directors, as Amended and Restated on
August 2, 2000, filed as Exhibit 10.1 to Safeco’s Quarterly Report on Form 10-Q for the
quarter ended September 30, 2000 (File No. 1-6563), is incorporated herein by this
reference.

Safeco Deferred Compensation Plan for Executives, as Amended and Restated November 5,
2002.

Amended and Restated Stock Purchase Agreement among General Electric Capital
Corporation, Safeco Corporation and Safecc Credit Company, Inc., dated as of July 23,
2001, filed as Exhibit 2 to Safeco’s Current Report on Form 8-K on August 15, 2001 (File
No. 1-6563), is incorporated herein by this reference. Safeco agrees to furnish the Securities
and Exchange Commission, upon request, with copies of all omitted schedules to the
foregoing Purchase and Sale Agreement.

Form of Change in Control Severance Agreements between Safeco and each of Bruce M.
Allenbaugh, Michael E. LaRocco, Dale E. Lauer, Michael S. McGavick, Allie R. Mysliwy,
James W. Ruddy, Yomtov Senegor and Randall H. Talbot, in each case dated as of November
7, 2001, filed as Exhibit 10.5 to Safeco’s Annual Report on Form 10-K for the year ended
December 31, 2001 (File No. 1-6563), is incorporated herein by this reference.

Safeco Long-Term Incentive Plan of 1997 as Amended and Restated February 7, 2001, filed
as Exhibit 10.6 to Safeco’s Annual Report on Form 10-K for the year ended December 31,
2001 (File No. 1-6563), is incorporated herein by this reference.

Form of Stock Option Contract granied under the Safeco Long-Term Incentive Plan of 1997,
filed as Exhibit 10.6 to Safeco’s Annual Report on Form 10-K for the fiscal year ended
December 31, 1997 (File No. 1-6563), is incorporated herein by this reference.

Form of Nonqualified Stock Option Award Agreement — Non-Employee Director granted under
the Safeco Long-Term Incentive Plan of 1997, filed as Exhibit 10.4 to Safeco's Quarterly
Report on Form 10-Q for the quarter ended March 31, 1999 (File No. 1-6563), is
incorporated herein by this reference.

Form of Restricted Stock Rights Award Agreement granted under the Safeco Long-Term
Incentive Plan of 1997, filed as Exhibit 10.7 to Safeco’s Annual Report on Form 10-K for
the fiscal year ended December 31, 1997 (File No. 1-6563), is incorporated herein by this
reference.

Form of Performance Stock Rights Award Agreement granted under the Safeco Long-Term
Incentive Plan of 1997, filed as Exhibit 10.8 to Safeco’s Annual Report on Form 10-K for
the fiscal year ended December 31, 1997 (File No. 1-6563), is incorporated herein by this
reference,

Safeco Incentive Plan of 1987 contained in the Prospectus dated November 10, 1989, as
amended January 31, 1990, filed as Exhibit 10 to Safeco’s Annual Report on Form 10-K for
the fiscal year ended December 31, 1989 (File No. 1-6563), and the Supplement to such
Prospectus dated November 8, 1990, filed as Exhibit 10 to Safeco’s Annual Report on Form
10-K for the fiscal year ended December 31, 1990 (File No. 1-6563), are incorporated
herein by this reference.
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Safeco Corporation and Subsidiaries

index to Exhibits (continued)

10.12

10.13

10.14

10.15

10.16

10.17

10.18

10.19

1C.20

10.21

10.22

10.23

Separation Agreement between Safeco Insurance Company of America and W. Randall
Stoddard dated August 2, 2000, filed as Exhibit 10.3 to Safeco’s Quarterly Report on Form
10-Q for the quarter ended September 30, 2000 (File No. 1-6563), is incorporated herein
by this reference.

Separation Agreement between Safeco Corporation and Roger H. Eigsti dated October 3,
2000, filed as Exhibit 10.13 to Safeco’s Annual Report on Form 10-K for the fiscal year
ended December 31, 2000 (File No. 1-6563), is incorporated herein by this reference.

Retirement Agreement between Safeco Corporation and Boh A. Dickey dated as of January
29, 2001, filed as Exhibit 10.1 to Safeco’s Quarterly Report on Form 10-Q for the quarter
ended March 31, 2001 (File No. 1-6563), is incorporated herein by this reference.

Retirement Agreement between Safeco Corporation and Rod A. Pierson dated October 15,
2001, filed as Exhibit 10.15 to Safeco’s Annual Report on Form 10-K for the year ended
December 31, 2001 (File No. 1-6563), is incorporated herein by this reference.

Employment Agreement between Safeco Corporation and Michael S. McGavick dated as of
January 26, 2001, filed as Exhibit 10.2 to Safeco’'s Quarterly Report on Form 10-Q for the
quarter ended March 31, 2001 (File No. 1-6563), is incorporated herein by this reference.

Incentive Compensation Plan for President/Chief Executive Officer 2001, filed as Exhibit
10.3 to Safeco’s Quarterly Report on Form 10-Q for the quarter ended March 31, 2001 (File
No. 1-6563), is incorporated herein by this reference.

Nongualified Stock Option Contract between Safeco and Michael S. McGavick dated January
26, 2001, filed as Exhibit 10.4 to Safeco's Quarterly Report on Form 10-Q for the quarter
ended March 31, 2001 (File No. 1-6563), is incorporated herein by this reference.

Restricted Stock Rights Award Agreement issued under the Safeco Long-Term Incentive Plan
of 1997 between Safeco and Michael S. McGavick dated January 26, 2001, filed as Exhibit
10.5 to Safeco’s Quarterly Report on Form 10-Q for the quarter ended March 31, 2001 (File
No. 1-6563), is incorporated herein by this reference.

Performance Stock Rights Award Agreement issued under the Safeco Long-Term Incentive
Pian of 1997 between Safeco and Michae! S. McGavick dated March 27, 2001, filed as
Exhibit 10.7 to Safeco’s Quarterly Report on Form 10-Q for the quarter ended March 31,
2001 (File No. 1-6563), is incorporated herein by this reference.

Description of the Safeco Corporation Interim Leadership Performance Program, filed as
Exhibit 10 to Safeco’s Quarterly Report on Form 10-Q for the quarter ended September 30,
2001 (File No. 1-6563), is incorporated herein by this reference.

Form of Promissory Note in favor of General America Corporation by each of Michael S.
McGavick, Michael E. LaRocco and Yomtov Senegor; in the case of Mr. McGavick in the
principal amount of $1,275,000 and dated June 28, 2001; in the case of Mr. LaRocco in
the principal amount of $780,000 and dated October 8, 2001; and in the case of Mr.
Senegor in the principal amount of $1,000,000 and dated October 11, 2001, filed as
Exhibit 10.22 to Safeco’s Annual Report on Form 10-K for the year ended December 31,
2001 (File No. 1-6563), is incorporated herein by this reference.

Safeco Leadership Performance Plan, dated as of January 1, 2002, filed as Exhibit 10.23 to
Safeco’s Annual Report on Form 10-K for the year ended December 31, 2001 (File No. 1-
6563}, is incorporated herein by this reference.

SAFECO 2002 FORM 10-K E-3




Safeco Corporation and Subsidiaries

index to Exhibits (continued)

10.24

10.25

10.26

10.27

11

12
18

21
23.1
99.1

99.2

Form of Change in Control Severance Agreement between Safeco Corporation and Christine
B. Mead dated as of January 24, 2002, filed as Exhibit 10.1 to Safeco’s Quarterly Report on
Form 10-Q for the quarter ended March 31, 2002 (File No. 1-6563), is incorporated herein
by this reference.

Form of Promissory Note in favor of General America Corporation by Christine B. Mead in the
principal amount of $300,000 dated April 3, 2002, filed as Exhibit 10.2 to Safeco’s
Quarterly Report on Form 10-Q for the quarter ended March 31, 2002 (File No. 1-6563), is
incorporated herein by this reference.

Separation Agreement between Safeco Corporation and H. Paul Lowber dated July 31, 2002,
filed as Exhibit 10.1 to Safeco’s Quarterly Report on Form 10-Q for the quarter ended
September 30, 2002 (File No. 1-6563), is incorporated herein by this reference.

Credit Agreement dated as of September 18, 2002 among Safeco Corporation, as the
Borrower, Bank of America, N.A., as Administrative Agent, Swing Line Lender and L/C Issuer,
JPMorgan Chase Bank and US Bank, as Co-Syndication Agents, Keybank National
Association, as Documentation Agent, and the other lenders party thereto, filed as Exhibit
10.2 to Safeco’s Quarterly Report on Form 10-Q for the quarter ended September 30, 2002
(File No. 1-6563), is incorporated herein by this reference.

Computation of Income (Loss) per Share of Common Stock (See Note 1 to the Notes to
Consolidated Financial Statements).

Computation of Ratio of Earnings (Loss) to Fixed Charges. (See page E-5).

Letter from Ernst & Young LLP dated May 11, 2001 regarding change in accounting
principles, filed as Exhibit 18 to Safeco’s Quarterly Report on Form 10-Q for the quarter
ended March 31, 2001 (File No. 1-6563), is incorporated herein by this reference.

Subsidiaries of the Registrant. (See page E-6).
Consent of Ernst & Young LLP, Independent Auditors.

Certification of Chief Executive Officer of Safeco Corporation dated March 19, 2003, in
accordance with 18 U.S.C. Section 1350 as adopted pursuant to Section 906 of the
Sarbanes-Oxley Act of 2002.

Certification of Chief Financial Officer of Safeco Corporation dated March 19, 2003, in
accordance with 18 U.S.C. Section 1350 as adopted pursuant to Section 906 of the
Sarbanes-Oxley Act of 2002,
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Computation of Ratio of Earnings (Loss) to Fixed Charges Exhibit 12
Ratio of Earnings (Loss) to Fixed Charges*
YEAR ENDED DECEMBER 31 2002 2001 2000 1999 1998
(In Millions Except For Ratios)
EARNINGS (LOSS)
Income (Loss) before Income Taxes and
Distributions on Capital Securities $ 3934 $(1,4823) $ 704 $ 2406 $ 371.0
Total Fixed Charges 1,128.2 1,119.4 1,123.5 1,024.9 1,001.6
Less Interest Capitalized — (8.3) (6.1) — (0.5)
Total Earnings (Loss) 1,521.6 (371.2) 1,187.8 1,265.5 1,372.1
FIXED CHARGES
Interest 60.8 65.7 73.2 70.6 92.5
Interest on Deposit Contracts 980.6 960.2 959.9 872.2 831.4
Distributions on Capital Securities 69.1 69.0 69.0 69.0 69.1
interest Capitalized — 8.3 6.1 —_ 0.5
Iinterest Portion of Rental Expense 16.4 15.0 14.3 12.0 6.7
Amortization of Deferred Debt Expense 1.3 1.2 1.0 1.1 1.4
Total Fixed Charges $1,128.2 $1,119.4 $1,1235 $1,024.9 $1,001.6
RATIO OF EARNINGS (LOSS) TO FIXED CHARGES 1.3 — 1.1 1.2 14
Dollar Amount of Deficiency in Earnings {Loss) to

Fixed Charges N/A 1,490.6 N/A N/A N/A
Supplemental Ratios**
RATIO OF EARNINGS (LOSS) TO FIXED CHARGES
EXCLUDING INTEREST ON DEPOSIT CONTRACTS AND
DISTRIBUTIONS ON CAPITAL SECURITIES 6.0 — 1.7 39 4.7
Dollar Amount of Deficiency in Earnings (Loss) to
Fixed Charges Excluding Interest on Deposit Contracts and

Distribution on Capital Securities N/A 1,480.6 N/A N/A N/A
RATIO OF EARNINGS (LOSS) TO FIXED CHARGES
EXCLUDING INTEREST ON DEPOSIT CONTRACTS 3.7 —_ 1.4 2.6 3.2
Dollar Amount of Deficiency in Earnings (Loss) to

Fixed Charges Excluding Interest on Deposit Contracts N/A 1,490.6 N/A N/A N/A

* As defined in Item 503(d) of Regulation S-K of the Securities Exchange Act of 1934.

** These ratios are presented to provide additional measures of the ratio of earnings (loss) to fixed charges and are provided as a supplement to the
ratios calculated under ttem 503(d). While not required or encouraged by Securities and Exchange Commission rules or regulations Safeco
believes these supplemental ratios provide useful additional measures of financial performance for investors and creditors.
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Subsidiaries of the Registrant Exhibit 21

The listing below includes the significant subsidiaries of Safeco. All subsidiaries are owned 100% by Safeco.
Safeco does not have ownership interests in any special purpose entities that are not included in the consolidated
financial statements.

1. Safeco Insurance Company of America (WA)
2. Genera! Insurance Company of America (WA)
3. Safeco Life Insurance Company (WA)

Certain other subsidiaries of Safeco and certain of its consolidated subsidiaries have been omitted since, in the
aggregate, they would not constitute a significant subsidiary.
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CORPORATE HEADQUARTERS
Safeco Corporation

Safeco Plaza

Seattle, WA 98185
206.545.5000

. safeco.com

ANNUAL MEETING

The annual meeting of shareholders

of Safeco Corporation wil! be held

z\t 11 a.m., Wednesday, May 7, 2003,
i the Safeco Plaza Auditorium, Level
144, An annual meeting notice, proxy
sitatement and proxy were provided
tio shareholders with this report.

[ELECTRONIC ACCESS TO

ROXY MATERIALS AND VOTING
F%egistered Shareholders:
Bhareholders of record may elect to re-
peive future proxy materials electronically,
iin lieu of receiving paper copies in the
mail, Shareholders who participate in
fthis service will receive an e-mail mes-
sage providing Internet links to our proxy
statement, annual report and electronic
oting site. If you would like to enroll

n the electronic proxy delivery service,
please e-mail your request to The Bank
pf New York at shareowner-svcs@
hankofny.com.

Beneficial Shareholders:

Shareholders who own their shares
through aAbrokerage should contact their
broker to enroll in electronic proxy delivery.

DUPLICATE SHAREHOLDER

ACCOUNTS

To eliminate duplicate mailings and help
our company reduce expenses, registered
hareholders may request consolidation

of multiple accounts by submitting a writ-
en request to Safeco's transfer agent via

e-mail at shareowner-sves@bankofny.com.

}
J’Or write:

The Bank of New York

Receive & Deliver Department—11W
PO Box 11002

Church Street Station

'New York, NY 10286

Shareholders who own Safeco stock
through a brokerage may contact

their broker to request consolidation of
their accounts.

D
$HAREHOLDER INFORMATION

STOCK TRANSFER

AGENT AND REGISTRAR

Registered Shareholders:

You are a registered shareholder if your
securities are registered in your name
and you hold a stock certificate. For
address changes, replacement of missing
dividend checks, electronic deposit of
dividends, registration changes, lost
certificates, account consolidations and
1099-DIV forms, contact Safeco’s
transfer agent, The Bank of New York at:

800.524.4458
Hearing Impaired TDD: 800.936.4237
www.stockbny.com

Or write:

The Bank of New York

Receive & Deliver Department ~ 11W
PO Box 11002

Church Street Station

New York, NY 10286

E-mail: shareowner-svcs@bankofny.com

For items sent via courier or overnight
express, please use the following address:
The Bank of New York

101 Barclay Street- 12W

New York, NY 10286

Registered shareholders also have access
ta their account through The Bank of New
York's Web site at www.stockbny.com.

At this Web site, shareholders are able to
view their account history, change their
address and download a variety of forms
related to stock transactions. If you are a
registered shareholder and want [nternet
access to your account, please fogon to
The Bank of New York’s Web site, click on
Account Access and follow the instructions.

Beneficial Shareholders:

Shareholders who own their shares
through a brokerage should contact their
broker regarding changes to their account.

STOCK EXCHANGE LISTING

Safeco’s common stock trades on the
NASDAQ Stock Market under the symbal
SAFC.

NOTE TRANSFER, PAYING
AGENT AND REGISTRAR
JPMorgan Chase Bank
Institutional Trust Services
4 New York Plaza, 21st Floor
New York, NY 10004
800.275.2048

INVESTOR RELATIONS

Shareholders, securities analysts, financial
representatives or other interested par-
ties may direct their financial inquiries to:
Neal Fuller

Vice President, Finance and

investor Relations

206.545.3399

ir@safeco.com

REPORTS AND OTHER

FINANCIAL INFORMATION

Annual reports on Form 10-K and other
reports fited with the SEC, quarterly earn-
ings, corporate news, live audio broad-
casts and replays of quarterly results

and investor conferences in which Safeco
participates, along with other financial
information, are available on Safeco’s
Web site at www.safeco.com/ir.

Copies of corporate financial materials
may also be obtained by contacting:
Investor Relations

Safeco Corporation

Safeco Plaza, T-15

Seattle, WA 98185

206.545.3399

INVESTOR RELATIONS

TOLL-FREE HOTLINE

Shareholders without Internet access may
listen to summaries of Safeco’s earnings,
dividend and other financial-related
news releases, as well as current stock
quotes and a list of most frequently asked
questions, by calling:

877.8947.7232

877.9IR.SAFC

Callers to the hotline may have their call
transferred to Safeco’s Investor Relations
department by selecting Option “5" on
their touchtone phone.

KEY FINANCIAL DATES

Payment of future dividends is dependent
upon results of Safeco’s operations,
financial condition and other business
considerations.

Dividend Declarations:
February 5,2003

May 7, 2003

August 6, 2003
November 5,2003

Record Dates:
April 11,2003
July5,2003
October 10,2003
January 9, 2004

Dividend Payment Dates:
April 28,2003

July 28,2003

October 27,2003
January 26,2004

INDEPENDENT AUDITORS
Ernst & Young LLP

999 Third Ave., Suite 3500
Seattle, WA 98104

STOCK PRICE AND DIVIDEND
INFORMATION

The table below shows the high and low
sales price of Safeco stock for each quarter
and the amount of cash dividends paid
during the past two years.

As of 4:00 p.m. (ET) on February 6, 2003,
the closing price of Safeco stock as report-
ed on the NASDAQ was $33.92, and there
were 3,092 shareholders of record.

2002 High Low Cash Dividend Paid
1st Quarter $34.66 $28.85 $0.185
2nd Quarter 35.94 29,55 0.185
3rd Quarter 34.90 24.99 0.185
4th Quarter 38.00 30.75 0.185
Total dividend paid in 2002 was $0.740.

2001 High Low Cash Dividend Paid
1st Quarter $32.69 $21.50 $0.370
2nd Quarter 30.74 25.17 0.185
3rd Quarter 31.92 24,95 0.185
4th Quarter 32.95 28.16 0.185

Total dividend paid in 2001 was $0.925.
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